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From the

Editor

This issue of the Quarterly comes out shortly after Mr. Soeharto was

reelected President of the Republic of Indonesia, in March, by the MPR
(People's Consultative Assembly), for his fifth five year term. The President

has formed a new cabinet with the task of helping him run the country, com-

plete the fifth year of the Fourth Five Year Development Plan and carry out

the Fifth, which is ofparticular importance as it will finalise the implementa-

tion of the first twenty-five year development strategy.

While other scholars prepare moreprofound discussionsfor the next issues

of the Quarterly on the various domestic and international environments in

which the Development Cabinet V will have to work, and the challengesfacing

it, Tommi Legowo presents, in Current Events, a brief review on the cabinet,

its organisational set up and the appearance of new young faces as junior

ministers.,

Soedradjat Djiwandono gives an overview of the monetary policy im-

plemented in Indonesia under the New Order, focussing his discussion on
policy adjustments implemented to overcome problems that arose, with some
notes on the prospects the Indonesian economy is likely to have andproblems
it may face in the coming years.

Discussion on the prospects of Indonesia's economy is also included in

Hadi Soesastro's article, in which he discusses the outlook for ASEAN
economies in the context of developments in the Pacific region, and where he
suggests the importance of "the mobilisation of capital - both domestically
andfrom abroad, the effective transfer and adaptation of technology, as well
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as the augmentation of the quality of human resources" for sustaining the

necessary growth.

The dominance of public sector enterprises (PSEs) in the Indonesian

economy reflects an ideological preference in the minds of the founding

fathers of the Republic ofIndonesia when they drafted its constitution. But as

efficiency has become the issue during the pastfive years or so when Indonesia

has had to overcome difficulties due to weak prices of oil and other primary

commodities, the efficiency, and even the accountability, of PSEs have been

under scrutiny in open debates. While Mohammad Sadli assesses, with

historical perspective, the development of the PSEs, and that of the private

sector, Djisman S. Simandjuntak discussess the need to assess theperformance

of the public sector enterprises despite scarce and poor data.

In a discussion on the strategic outlookfor the Asia-Pacific region towards

the twenty-first century, with a regional perspective, Jusuf Wanandi analyses

the overall picture of Southeast Asia's security environment during the re-

maining years of the twentieth century, the interest countries andmajorpowers

have and the role they play, and couldplay, in the Asia-Pacific region. Heputs
forward suggestions on what could or should be done to meet with the

challenges.

The articles in this issue have been selected in the hope of informing the

readers who are interested in Indonesia and the region where it lies.

Kajat HARTOYO



Current

_ Events

The New Indonesian Cabinet

On 21 March President Soeharto announced the structure and members of

the Fifth Development Cabinet for the 1988-1993 period. This is the first step

he has taken to fulfill his constitutional tasks and those mandated by the MPR
(People's Consultative Assembly), which has reelected him President for the

1988-1993 term.

The Fifth Development Cabinet comprises three co-ordinating ministers,

eight ministers of state, twenty-one department ministers and six junior

ministers. Except one post, namely the Secretary to the Cabinet, the remaining

five junior ministerial posts are newly created. Three junior ministerial posts in

the previous Development Cabinet Fourth respectively for the promotion of

perennial plants, cattle breeding, and domestic products disappear in the new
cabinet line up.

As stated by the President through the then Junior Minister, Secretary to

the Cabinet, Moerdiono, the composition of the new cabinet is to reflect con-

tinuity, improvement and the training of cadres. Continuity apparently means
that there will be no major changes of policy, as the strategic directives of the
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1988 Broad Guidelines for the State Policy (GBHN) remain the same as those

drawn by the MPR for 1983-1988. Certainly continuity also refers to the care

President Soeharto always takes for avoiding changes that may jeopardise the

hard won stability. Improvement refers to the efforts that the new cabinet will

have to make "in order to achieve the best possible goals," and to overcome
new or newly identified problems without sacrificing stability. The composi-

tion of the Cabinet in fact reflects the continuous concern to maintain the right

balance between stability and change and to ensure the continued availability

of personnel for future needs.

Obviously for the purpose of regeneration none of those who held the posts

of co-ordinating minister in the former cabinet has reappeared in the present

one. But the fact that the three offices remain undoubtedly implies the impor-

tance attached to co-ordination and co-operation at the ministerial level while

each minister is directly responsible to the President. The division of tasks

among the three co-ordinating ministers, respectively for political and security

affairs, for economic, financial and industrial affairs and for the welfare of

the people also reflects the importance attached to the "Trilogy of

Development," the three basic goals of development, which are equity, stabili-

ty and growth.

The President also announced the five-point programme of the cabinet

called Pancakrida (Five Tasks), namely:

1 . to continue, improve, deepen and expand the execution of national develop-

ment as the implementation of the state ideology, Pancasila, based on the

Trilogy of Development and on national resilience;

2. to promote national discipline with the state apparatus as vanguards, for

the creation of a clean and respectable government;

3. to socialise Pancasila ideology, Pancasila democracy and the guide for the

deep understanding and implementation of Pancasila, known as the

"P-4," in social, national and civic life;

4. to conduct an independent and active foreign policy oriented to the na-

tional interest;

5. to hold General Elections in 1972, which shall be universal and direct, and

in which secrecy of the votes and the freedom of voters will be assured.

The President has also asked the members of the new cabinet to pay special

attention to supervision, and has affirmed that "supervision has to be inten-

sified in Pelita V", both supervision within each department and external

supervision. Upgrading courses on supervision involving first, second and

third echelon officials will be organised to improve "internal supervision."
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The overall task of co-ordinating supervision, including external supervision,

is assigned to the Vice President. In this respect the new Vice President, Mr.

Sudharmono, has announced that his office "will collect all information from

society at large, process it further and use those processed data for taking

necessary measures." The Vice President has also given the task of co-

ordinating the various audit agencies within the government.

The Fifth Development Cabinet will apparently face challenges that will

not be less difficult than those facing the previous cabinet. New demands

resulting from past performances in the development of the country constitute

part of those challenges, while the international environment has become less

favourable. The President warned the members of the new cabinet that their

tasks will be heavy during the next five years, "because during that period we

will have to strengthen the foundation upon which national development will

reach its take-off stage in the Repelita VI (Sixth Five Year Plan)." By this he

referred to the first long-term, twenty-five year development which will end in

1994 when the second twenty-five year development will have to start. He
underlined also the decisive nature of the tasks "for the continuation of na-

tional development in order to make of it a modern and advanced nation while

maintaining independence, sovereignty and unity."

Among the challenges, the promotion of the people's welfare will con-

stitute the most difficult task and politically the most sensitive issue. Welfare is

featured in the Preamble of the 1945 Constitution as one of "the objectives of

the state" and is therefore an ever present political issue. Yet demands rise

with development and it is difficult to reach a consensus on how to measure an

achievement in welfare.

The improvement of human resource quality which has become mandatory
in the 1988 GBHN will constitute a difficult task for the new Soeharto Govern-
ment. Under Co-ordinating Minister of People's Welfare, it is the Department
of Education and Culture that will have to carry out this gigantic task which
may include a review and improvement of the present curricula of the formal

educational system and the continuation of an adult education campaign
which has been successfully implemented during past years for the eradication

of "functional illiteracy." Meanwhile the Department of Manpower may have
to continue existing training programmes and to create new, more relevant

ones for the unemployed and underemployed.
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Improvement of the quality of human resource is embodied in the GBHN
after open debates on the matter leading to the realisation that improvement is

indispensable if Indonesia is to catch up with the progress in science and
technology in order that Indonesia's development takes off in the Sixth

Development Plan towards modern and advanced society. It has also been

discussed from the perspective of enhancing Indonesia's comparative advan-

tage in the competition to attract investors, and thus promoting economic

growth and creating job opportunities. But even if those two Departments suc-

ceed in formulating the right strategies and programmes, they will depend on
departments under the Co-ordinating Minister of Economic, Financial and In-

dustrial Affairs to acquire the necessary funds.

Domestically generated financial resources as well as foreign soft loans and

grants may be needed to finance such gigantic but slowly yielding programmes.

The promotion of public welfare will indeed depend heavily on the perfor-

mance of other sectors, particularly the economic sectors, and economic

development will therefore continue to be given high priority for the next five

years.

Most of the economic ministers, including the junior ones, are experts with

long experience in the National Development Planning Board (BAPPENAS).

This indicates that the economic policies conducted by the government for

these last few years, particularly those related to deregulation and debureau-

cratisation, will be continued by the Fifth Development Cabinet. But success

in this respect will largely depend on the willingness and ability of all ministers

in charge of the economy to co-operate as a team in carrying out the all impor-

tant deregulation and debureaucratisation, leaving to the past the practices of

working in a way as if each department could aim at targets of its own. In fact

all the members of the cabinet, particularly those in charge of the economy,

will have to foster co-ordination and co-operation so as to work on a single

strategy and to aim at common targets. Apparently President Soeharto had

such a teamwork in mind when he appointed Mr. Radius Prawiro, former

Minister of Finance in the previous cabinet, and former Trade Minister and

Central Bank Governor in earlier cabinets, to the post of Co-ordinating

Minister for Economic, Financial and Industrial Affairs.

As Indonesia's debt services have grown to 40 per cent of its exports

earnings while oil and other primary export commodities have become less

dependable, the deregulatory measures will have to result in an atmosphere

favouring Indonesia's export products, in particular those of the manu-
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facturing sector and other foreign currency earning sectors like tourism so as

to develop greater competitiveness. An appropriate atmosphere will also be

needed to encourage investors to expand existing ventures and to start new

ones in order to complement the public sector as the leading factor in

generating growth and creating job opportunities.

In the political and security fields no serious difficulty seems to challenge

the Fifth Development Cabinet. In fact economic development will most likely

find a favourable political and security environment as the armed forces

(ABRI) is in its best condition to maintain order. ABRI does not show any in-

dication of internal rift and, thanks to its streamlining during the past five

years, it is also in its best condition to take efficient and effective measures in

the event of disturbance.

Meanwhile, it seems that there is no political force which could pose any
significant difficulty to the government. While it is true that democratisation

was an important issue during the 1987 Elections -- and indeed gained some
ground -- no sharp political conflict arising from ideological difference or

primordial sentiments has shown up as reflected, for example, in the walkout
by the Nahdlatul Ulama (NU) elements of the Islam oriented Unity Develop-

ment Party (PPP) during the 1983 sessions of the MPR. Outside the establish-

ment, the banned Communist Party has not shown signs of revival, although

some Moslem splinter groups may still entertain the dream of establishing an
Indonesian Islamic state and tend to exploit local discontents. But, should this

happen, ABRI will certainly be prompt in keeping them at bay. Conflicts may
also occur within socio-political organisations like the one involving NU and
the PPP leadership in which NU decided to give freedom of choice to its

members in the 1987 Elections instead of recommending automatic commit-
ment to PPP, or that involving elements within the Indonesian Democratic
Party during the 1988 sessions of the MPR. But these reflect a conflict of
minor interests rather than a struggle for some fundamental political outlook.

The lack of significant political conflicts may indicate that political

organisations within the establishment have come to realise that they have no
alternative but to accept Pancasila as the common ideological basis for the
culturally and ethnically diverse nation. Such possible conflicts are not likely

to escalate to the point of threatening political stability, let alone security. In-

deed, only if economic development fails to generate growth and create job
opportunities for the fast growing workforce will political stability and securi-
ty be threatened. Yet, even if economic development succeeds in providing for
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the basic needs of the people, the government will have to take into account
the possibilities of rising demands and aspirations encouraged by past perfor-

mance in development.

Development during the past twenty years must have resulted in the growth
of the middle class. Being more rational and having a broader outlook, they

certainly constitute an asset to the nation, but they will also be more de-

manding, and may aspire for a political system and atmosphere which are

more conducive to open debates and give more room to accomodate their con-

cerns and views and their desire for greater participation. This consideration

may have to include even those who live in villages. Most of these must have

enjoyed the fruits of the rural-oriented development in the past. And their

children, who will constitute a major part of the active population over the

next five years, have enjoyed the kind of schooling never before enjoyed by

their parents. Thus the rural population will also have become more in-

telligent, more rational and better informed by the media. If the government

fails to take the new realities into account, serious strains may arise that are

likely to threaten stability and security.

Other political issues that may be faced by the Fifth Development Cabinet,

especially one on the gap between the haves and the have-nots would be

among the most critical over the next five years when big private investments

may be needed to promote further growth. Another issue would be on the

balance between centralisation and autonomy and the related problem of

equitable share of income between the central and the local governments. But

with Mr. Soeharto's own experience and that of the other members of the

cabinet, with ABRI rejuvenated and streamlined and the political organisa-

tions better oriented to maintaining national unity, the government looks well

prepared to face such problems.

Indeed, the Fifth Development Cabinet includes the ablest and most capable

officials. They will have a good chance to succeed if they are consistent in car-

rying out policies through close interministerial co-operation and co-

ordination. And they may enjoy wide popular support and understanding,

even in the event of some failure, if they take proper care of the growing

aspirations for social justice.

The composition of the Fifth Development Cabinet is appended on page

155.

TommiLEGOWO
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THE FIFTH DEVELOPMENT CABINET

I. Co-ordinating Ministers

1 . Co-ordinating Minister for Political Af-

fairs and Security: Admiral (Ret.) Su-

domo.

2. Co-ordinating Minister for Economics,

Financial and Industrial Affairs:

Radius Prawiro.

3. Co-ordinating Minister for People's

Welfare: Supardjo Rustam.

II. Ministers:

1 . Minister of Home Affairs: Gen. (Ret.)

Rudini

2. Minister of Foreign Affairs: Ali Ala-

tas.

3. Minister of Defense and Security:

Gen. L.B. Moerdani.

4. Minister of Justice: Ismail Saleh.

5. Minister of Information: H. Har-

moko.

6. Minister of Finance: Dr. J.B. Sumar-

lin.

7. Minister of Trade: Dr. Arifin Siregar.

8. Minister of Co-operatives: Bustanil

Arifin.

9. Minister of Agriculture: Wardoyo.

10. Minister of Forestry: Hasyrul Hara-

hap.

11. Minister of Industry: Hartarto.

12. Minister of Public Works: Radinal

Mochtar.

13. Minister of Mines and Energy: Ginan-

jar Kartasasmita.

14. Minister of Transportation: Maj.Gen.

(Ret.) Azwar Anas.

15. Minister of Tourism, Post and Tele-

communications: Lt. Gen. (Ret.) Soe-

silo Sudarman.

16. Minister of Manpower: Cosmas Batu-

bara.

17. Minister of Transmigration: Lt. Gen.

Sugiarto.

18. Minister of Education and Culture:

Dr. Fuad Hassan.

19. Minister of Health: M. Adhyatma.

20. Minister of Religious Affairs: Muna-

wir Syadzali.

21. Minister of Social Affairs: Mrs. Har-

yati Subadio.

III. State Ministers

1. Minister of State Secretariat: May.

Gen. Moerdiono.

2. Minister of National Planning/Chair-

man of the National Planning Board:

Dr. Saleh Afif.

3. Minister of Research and Technology:

Dr. B.J. Habibie.

4. Minister of Population and Environ-

ment: Dr. Emil Salim.

5. Minister of Public Housing: Siswono

Judo Husodo.

6. Minister of Youth Affairs and Sports:

Akbar Tanjung.

7. Minister of Administrative Reforms:

Sarwono Kusumaatmadja.

8. Minister of Women's Roles: Mrs. A.S.

Moerpratomo.

IV. Junior Ministers

1
. Junior Minister/Cabinet Secretary: Sa-

yadillah Mursid.

2. Junior Minister of Trade: Dr. Sudra-

djad Djiwandono.

3. Junior Minister of Industry: T. Ariwi-

bowo.

4. Junior Minister of Finance: Nasruddin
Sumintapura.

5. Junior Minister of Agriculture: Dr.

Sjarifuddin Baharsjah.

6. Junior Minister of National Planning/
Vice Chairman of the National Plan-
ning Board: Dr. Benny S. Mulyono.

V. Other High-ranking Officials

1. Commander of the Armed Forces:

Gen, Try Sutrisno.

2. Attorney General: Sukarton Marmo-
sudjono.

3. Governor of Bank Indonesia: Dr.
Adrianus Mooy.

Source: The Jakarta Post, March 22 1988.
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PNG Prime Minister's Visit to Jalcarta

When Prime Minister of Papua New Guinea (PNG), Mr. Paias Wingti, ar-

rived in Jakarta on 18 January this year to start a four day state visit, he was
not the first PNG head of government to have been received as Indonesia's

guest. Mr. Michael T. Somare visited Jakarta in 1977 and 1983, and Mr. Jong
Julius Chan in 1980 both in the same capacity. The urge to use top level visits

to express earnest desire to maintain good-neighbourly relations has indeed

been mutual: Indonesia's President Soeharto went to Port Moresby in June

1979 to reciprocate Prime Minister Somare's 1977 visit. Frequent ministerial

and other high level official visits by both sides, and even contacts at lower

levels have also marked the friendly relations between the two countries, par-

ticularly for the implementation of their border agreement.

Indonesia and PNG have been bound by an agreement on border ar-

rangements which they concluded in October 1984 after a review of, and as re-

quired by, one that was signed in December 1979. This, in turn, was the result

of a review of the agreement on administrative border arrangements reached in

November 1974 by Indonesia and Australia when the latter still acted for a

self-governing PNG in defence and foreign relations.

Yet, if visits were frequent and the border agreement was sufficient to

reduce the chances for a border dispute to arise, ^ certainly neither of those in-

struments of relations were adequate to overcome a deep suspicion on the part

of PNG of Indonesia's intentions across its eastern land boundary. On the

other hand, being used to looking north to see the potential threat to its securi-

ty, and to focusing its attention on ASEAN as the cornerstone of its foreign

policy, Indonesia apparently had failed to detect, until a crisis arose in 1984,

that relations with its eastern neighbour were trouble prone. It was correct to

assess in mid-1986 that relations between Indonesia and Papua New Guinea

had been, in spite of the busy exchanges of visits, "marked more by troubles

and turbulance than calm, more downs than ups."

Apparently PNG's suspicion of Indonesia stems mainly from the fact that

Melanesian ethnicity serves as PNG's basis of nationhood while Indonesia is a

'See J.R.V. Prescott, "Problems of International Boundaries with particular reference to the

Boundary between Indonesia and Papua New Guinea," in Between Two Nations, the Indonesia -

Papua New Guinea Border and West Papua Nationalism, ed. R.J. May (Bathurst N.S.W.,

Australia: R.B.A. 1986), pp. 11-12.

2j. Soedjati Djiwandono, "Indonesia's Relations with Australia and Papua New Guinea: An

Overview," The Indonesian Quarterly, Vol. XIV, No. 3 (1986): p. 348.
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multi-ethnic state comprising, among others, Melanesian populations, in-

cluding those in Irian Jaya, a province which borders pn PNG. That ethnic

point of view, the extreme disparity in the population between the two coun-

tries, and the seemingly recurrent expansionist image of Indonesia since

Soekarno's konfrontasi (confrontation) against Malaysia, have not made it

easy for some PNG politicians to appreciate that transmigration from Java

and Bali to Irian Jaya, like similar population movements from these two most

densely populated islands to less populous Sumatra, Kalimantan, Sulawesi and

the Moluccas, is a mere migration within the boundaries of a state rather than

the pursuit of an extermination policy against the "Melanesian stock" as has

often been alleged in Port Moresby. Unfortunately, a certain type of informa-

tion that flows more easily to PNG from Australia than from other parts of

the world because of geographic proximity and traditional links has not been

of much help to those PNG politicians in developing a better perception on In-

donesia. In Australia, for instance, Indonesia is often mentioned in some

quarters as a potential threat in the coming century.

The problem behind the often strained relations between Indonesia and

PNG also had its roots in an idea conceived by their respective colonial rulers.

At one stage, Australia entertained the idea of establishing a condominium

over east and west New Guinea. For their part, the Dutch, who had excluded

west New Guinea from the transfer of sovereignty to the [United] Republic of

Indonesia, decided in 1953 to hold on the territory and later allegedly to

develop it towards self-government and independence.-' Many of those in the

territory who had been trained by the Dutch eventually to rule the state of

West New Guinea left for the Netherlands when it was obvious that a great

majority of its population, through the 1969 UN supervised Act of Free

Choice, opted to join the Republic of Indonesia. Many others stayed and ac-

cepted the new reality, but some were apparently stuck in a frustrated dream
and formed the so-called OPM (Organisasi Papua Merdeka - Free Papua
Organisation). They managed to form some small bands of armed men who
from time to time engaged themselves in sporadic crossfires with Indonesian

troops. But this would have been insignificant were it not for their disturbing

the peace in the border areas and the over-publicity they obtained in the

Australian and PNG media. Unable of seeing beyond ethnicity as the basis of

nationhood, quite a few politicians in Port Moresby have fallen into the trap

of capitalising for domestic political ends on the issue of sympathy with and
support for the separatist movement, and thus adding irritant to their relation-

ship with Indonesia.

^June Verrier, "The Origins of the Border Problem and the Border Story to 1969" in Between
Two Nations, p. 21

.
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This issue of solidarity with the so-called West Papua nationalism, and its

exploitation in PNG party politics, have complicated the problems inherent in
the fact that the two countries share a common land boundary. Only the firm
determination on the part of successive PNG governments, particularly under
Mr. Somare and later under Mr. Wingti, and the Indonesian government's ap-
propriate responses to signals and expressions of good intentions from Port
Moresby, have sustained proper and normal relationship between the two
neighbours. The mechanism jointly developed to implement the Border Agree-
ment has also proved highly effective to prevent any problems arising in the
border areas from developing into a crisis, even in 1983, when the trans-Irian

Jaya Highway which was being built by a Japanese contractor was found to

have crossed into PNG in two places. Thanks to the Border Agreement
mechanism, the question was calmly and swiftly settled despite attempts by
certain politicians in PNG to make political capital out of it.'^

Nevertheless the correct relationship also has proved to be hardly adequate
to endure a major shock generated in 1984 by a sudden flux of over ten thou-

sand border crossers from Irian Jaya to PNG. This massive presence on PNG
soil of Irian Jayans who had fled their villages prompted by OPM's attempts

at disinformation and intimidations as well as by alleged encroachment on
PNG territory by Indonesian troops in pursuit of the separatist armed bands
created such a heated atmosphere in PNG that the then Somare Government
was too over-whelmed to prevent the anti-Indonesia sentiments from adversely

affecting the conduct of its foreign policy. The ensuing crisis brought the rela-

tions between the two countries to its lowest ebb with the expulsion of the In-

donesian defence attache in April.

Fortunately, Indonesia's self-restraint and the Somare Government's great

efforts to manage the crisis with wisdom despite the exploitation of the issue in

PNG party politics helped to prevent further worsening of the situation, and

subsequently, if slowly, to improve their bilateral relations.

Indonesia started to put the South Pacific in the focus of its foreign policy

in January 1986 when the then Foreign Minister Mochtar Kusumaatmadja

stated publicly that his country would "turn to look east and southeast,"

namely, that it would "pay greater attention to the [South] Pacific including

PNG." This policy statement had been preceded by crisis management

measures taken by both sides, in which confidence building was a new signifi-

cant feature in the relations between the two neighbours. In July 1984,- when

"•Prescott, "Problem of International Boundaries," pp. 12-14.
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both sides had refrained from making statements which could have caused the

relationship to deteriorate further, the foreign ministries of both countries gave

support to a dialogue organised jointly in Port Moresby by the Centre for

Strategic and International Studies (CSIS), Jakarta, and the Institute of Ap-

plied Social and Economic Research (lASER), Port Moresby, for scholars,

government officials, politicians, journahsts and businessmen of both coun-

tries, who met in their personal capacity, to present papers and discuss frankly

but in an atmosphere conducive to analytical thinking various aspects in the

bilateral relations. The second dialogue took place in Yogyakarta in November

1985, when the climate in the relationship had considerably improved.

In the meantime the Joint Border Committee (JBC), at the local as well as

ministerial levels had been busy working on the repatriation of Irianese border

crossers and the demarcation over certain spots on the common border.

Statements had been made throughout the year by government officials on

both sides and by their respective ambassadors to mend the strained relation-

ship, the Indonesian side putting the emphasis on its willingness to co-operate

in the repatriation of the border crossers and on its eagerness to maintain

friendly relations, while officials of the then Somare Government expressing

similar sentiments on friendly relations and reiterating its non-recognition of

the OPM. And in early October the then Indonesian Home Minister, Mr.

Soepardjo Rustam, returning from a three day talks in PNG on border cross-

ing, could state that the JBC meeting had created mutual understanding and

removed mutual distrust between the two countries.

In that same month of November the already improved relations got a

fresh boost as Mr. Paias Wingti took over the reign of government from Mr.
Somare, and was soon reported as stating that PNG considered its relations

with Indonesia important and that it was willing to help Indonesia reintegrate

the border crossers into the respective communities where they had come
from. In mid-January the Foreign Minister of the new government, Mr. Legu
Vagi, was reported as planning a visit to Jakarta on the last leg of a tour that

would take him to the Salomon Islands, Vanuatu, Fiji and Australia. The per-

sonalities he planned to meet in Jakarta, and the issues he wanted to discuss

with his hosts - economic co-operation and "avenues to foster co-operation

and understanding" besides the border situation and the exchange of military

attaches ~ revealed the intention of his government not only to maintain and
improve further the existing relationship, but also to expand it. Indeed, Mr.
Vagi came to Jakarta in early February to be followed, in March, by Com-
mander of the PNG Defence Forces, Brigadier General Anthony Huai, who
announced that the exchange of military attaches would take place within a
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few months, and that he had asked the Commander-in-Chief of the Indone-
sian Armed Forces to train PNG officers, particularly in the use of military
equipment. A few days later, for the first time the Foreign Minister stated
publicly in Port Moresby that PNG expected to sign a friendship treaty with
Indonesia that would "serve as a big umbrella for treaties of co-operation in

specified fields." The proposed treaty, he said, would constitute a part of
PNG's effort to expand political and economic relations with Southeast Asia.

A draft Treaty of Mutual Respect, Co-operation and Friendship was in-

deed on the agenda when a meeting of senior officials of both countries was
held in Jakarta in May. The Senior Officials Meeting which was planned for
three days was cut short after two days with disagreement on the details of an
extradition treaty, but agreement was reached on the "umbrella" Friendship
Treaty. In October the Indonesian Foreign Minister went in turn to Port
Moresby to sign the Treaty of Mutual Respect, Co-operation and Friendship,

which later had no difficulty in obtaining ratification by the respective

Parliaments. Even before the ratification, when later in October, soon after

the signing of the Friendship Treaty, Indonesian participants in the two CSIS-
lASER organised Indonesia-PNG Dialogues met again with their Papua New
Guinean counterparts in the Third Dialogue in Port Moresby, they found the

climate even better than those of the previous ones, where some degree of

suspicion still prevailed. During the Third Dialogue, they enjoyed an at-

mosphere of better understanding, and closer friendship.

Prime Minister Paias Wingti's visit to Jakarta in January could best be ap-

preciated against the background of such favourable developments in the

bilateral relations between Indonesia and PNG. He came to Jakarta when a

Friendship Treaty was there in place to serve as a foundation upon which

leaders in his country could develop a feeling of confidence vis-^-vis In-

donesia. The very nature of the Treaty as an "umbrella for increasing co-

operation in specified fields" should open the window to horizons even

beyond confidence building. In fact. Prime Minister Paias Wingti came to

Jakarta at a time when the expansion and deepening of relations was taking

the place of suspicion and confidence building as the prominent issue in the

relationship between his country and Indonesia.

Yet, while it is true that a process towards maturity is taking place in the

relationship, the continuation of that process could never be taken for

granted. Both sides will have to work upon specified fields of co-operation to

give real substance to their relations. Exchanges may have to be intensified to

further promote mutual understanding, since the sharing of a common land



CURRENT EVENTS 161

border -- and the problems inherent in it -- will remain as an established fact.

And in PNG some suspicion will apparently remain: shortly after the Treaty

was signed, former Foreign Minister John Giheno, for example, made a

remark that it would make PNG the puppet of Indonesia, and would prevent it

from protesting against what he termed as "human rights violations in Irian

Jaya, leading to a genocide of Melanesians in Irian Jaya."

Kajat HARTOYO

ASEAN and the US Bases

For some time, especially before the third ASEAN summit meeting in

Manila in the middle of December last year, the ASEAN states seems to have

been put in an awkward position when efforts were made to make the US bases

in the Philippines a regional rather than a bilateral issue between the Philip-

pines and the USA before the agreement governing those bases between the

two countries is to expire in 1991 when it will be subject to review and renewal

or termination. The expectation seemed to be that the ASEAN governments,

preferably at their summit meeting in Manila, state publicly their attitude

toward the bases. They were expected to express their view, individually or col-

lectively, if the.bases had contributed to the peace and stability of the region,

and if so to express their desire to have the bases maintained, that is, to "per-

suade" or perhaps to "invite" or to "request" the USA to stay in the region,

to maintain its mihtary presence by maintaining its bases in the Philippines so

as to continue to ensure the peace and stability of the region in the future. If

the US bases have served the region's interests, so the argument seems to have
run, then the regional states, particularly the members of ASEAN, having
shared the benefits, should also "share the burden," whatever that means.

Either for domestic or external reasons or both, Manila's interest seemed
to be in having the support of ASEAN in making its decision on the matter by
1991 either to terminate the agreement and thus to have the bases removed or
to renew it, if with different, more acceptable terms to Manila. Either way, the
impression seems to have been created that if that was really the issue then
what was being attempted was, as if were, to "pass the buck" from Manila to
the ASEAN capitals.
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As it happened, however, such attempts, be they official or otherwise, did
not seem to be successful. The issue of the bases apparently was not even
discussed at the Manila Summit, let alone mentioned in the documents issued

thereafter. The ASEAN states have been spared what might have been an em-
barassing predicament, because it may be argued, even if. this may not have
been realised by the Philippines, that in fact for the ASEAN states to make a
public statement either against or for the bases would have put the Philippines

perhaps in an even more difficult position in that it would have served as a

pressure on it to arrive at a decision in conformity with the ASEAN position,

while the majority of the Philippine people, if it should come to the test, may
not necessarily make such a choice. Thus either way, and probably contrary to

the Philippine wishes, an ASEAN stand would not be in its best interest after

all.

Moreover, as regards US interest, an ASEAN public statement against the

bases would not have been a welcome gesture, and would likely have been con-

sidered an unfriendly or even hostile attitude, which would have damaged the

close and friendly relationship between the ASEAN states and the USA. This

does not imply, however, that there is need for ASEAN to declare a public

stand in favour of the bases. The USA is a global power with global interests.

If it thinks it in its interest to maintain its military presence in Southeast Asia

through the maintenance of its bases, given the consent of the host country

concerned, in this case the Philippines, then it would not need an encourage-

ment, persuasion or request from the countries of the region. In one way or

another various forms of pressure would perhaps even be exerted on the coun-

tries of the region, if that should be necessary, for the acceptance of its bases.

More importantly, however, for ASEAN to make such a declaration in

favour of the US bases would be self-defeating. It would run counter to the

principles and ideals that it upholds. It would make nonsense, in fact, of

ASEAN as established by the Bangkok Declaration of 1967. For one thing, the

Bangkok Declaration states in its consideration that "the countries of

Southeast Asia share a primary responsibility for strengthening the economic

and social stability of the region and ensuring their peaceful and progressive

national development, and that they are determined to ensure their stability

and security from external interference in any form or manifestation in order

to preserve their national identities in accordance with the ideals and aspira-

tions of their peoples." Thus, in principle, for an ASEAN state to host foreign

military bases on its soil is not really in conformity with such a "primary

responsibility," which implies the principle of self-reliance rather than reliance

on the might of an external major power. It is also against the determination to
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ensure "security from external interference." This is not to suggest that the

very existence of a foreign military base is in itself necessarily a form of in-

terference, but as experience shows, particularly in the case of Indonesia, the

existence of foreign military bases in a country may facilitate or encourage in-

terference in the domestic affairs of a neighbouring country.

In addition, the Bangkok Declaration also states that "all foreign military

bases are temporary and remain only with the expressed concurrence of the

countries concerned and are not intended to be used directly or indirectly to

subvert the national independence and freedom of states in the area or pre-

judice the orderly processes of their national development." Indeed, one

might well argue that this is an ambiguous stand. After all, "temporary" is a

relative term. In practice it may even mean permanent. But this is a reflection

of awareness on the part of the founding states ofASEAN of the kind of reali-

ty they were facing when establishing the association in spite of their dream for

the future. The US military bases, in particular, were already there in place in

the Philippines. It would have been pointless, unrealistic and impractical to

call for their removal at that juncture. In fact, it is a most ingenious statement

that adequately reconciles the basic aspirations of the ASEAN states with the

hard reality they cannot overlook. It also accommodates the strong position of

a non-aligned country like Indonesia against foreign military bases as well as

the interests of a country like the Philippines still hosting such bases on its soil.

Indeed, the desire of the ASEAN states for independence and security from
external interference, for self-reliance, national and regional resilience, has

been firmly and clearly expressed in the ASEAN proposal for ZOPFAN. Even
if ZOPFAN is perhaps not much more than an ideal which, by definition, will

never be fully realised, that is the full expression of the ultimate goal, the

ideals, of ASEAN regionalism or regional cooperation. At least it will serve as

a guide to where ASEAN is heading. And its reahsation, if in relative terms,

will definitely rule out the existence of foreign military bases.

The argument that the US bases in the Phihppines have served a useful pur-

pose in that they have ensured peace and stability in the region of Southeast
Asia, or perhaps even the Asia-Pacific region, is at best a doubtful proposi-
tion. It surely can neither be proved nor disproved. It fails to show the causal

relationship. Its validity will depend on the strength of its assumptions. And
the apparent assumption that without the US bases the region of Southeast
Asia would have been unstable would seem not only pretentious and pre-
sumptuous but it tends to underestimate or overlook the role of the regional
states. Moreover, how would one account for the instability that has beset the
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individual countries of the region over the years? Indeed, the argument that

the presence of the US bases in the Philippines has guaranteed the peace and
stability of Southeast Asia is not unlike the proposition that nuclear deterrence

has prevented the outbreak of a nuclear war, and therefore it has worked,
whereas the most one can say is that it has not failed.

The argument that the presence of the US bases holds the "balance of

power" in Southeast Asia or the Asia-Pacific region is of equally doubtful

value. At best it is ambiguous. It depends on what one means by "balance."

For decades, the USA has certainly enjoyed a military preponderance in the

Pacific region. If now the Soviet military build-up in the region, including the

Soviet bases in Vietnam, may be said to have disturbed the balance of power in

the region, this may probably mean that the Soviets have now challenged US
preponderance. It is the Soviets that may have tried to redress the balance that

for so long has favoured the USA in the Pacific region. Whether this has

created the "Soviet threat" is another matter, a question beyond the scope of

the present discussion. It nonetheless needs to be said that at least from the US
point of view, the Soviet military build-up, particularly the Soviet bases or

"facilities" in Vietnam, which after all may have been part of the Soviet

response to the US bases in the Philippines and US military preponderance in

the Pacific, may have added to the significance of the US bases. This,

however, is certainly an affair of the USA, especially because the Soviet build-

up is more likely to be aimed primarily at the USA than the other countries of

the region.

On that basis, the attitude of the ASEAN states is basically correct, which

is that the question of the US bases in the Philippines is a bilateral issue to be

dealt with by the USA and the Philippines themselves. And although, as

discussed earlier, the presence of the US bases in the Philippines is in fact con-

trary to the principles and ideals of ASEAN regional co-operation, the

ASEAN states will certainly respect whatever decision may be agreed upon by

the two countries, even if it should mean the continued maintenance of the

bases. This would still be in conformity with the consideration of the Bangkok

Declaration cited earlier.

It is to be noted in this connection that apart from US strategic and poli-

tical interests, for its part the Philippines may feel that the presence of the US

bases on its soil has benefited its people, in the sense that it has given them a

sense of security, or in the form of economic benefits, or in some other-way.

And for such reasons it is its sovereign right to make a decision that it seems

best regarding the US bases in the context of its bilateral relations with the
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USA. It may consider that the removal of the US bases, for whatever merits,

might create new problems of a nature and magnitude that may far outweigh

the arguments against their continued presence. It may also think otherwise.

The ASEAN states are likely to continue to refrain from interfering in its

domestic affairs.

/. Soedjati DJIWANDONO

J. Soedjati Djiwandono's current event article is taken from a larger paper, "Indonesia,
ASEAN, and the Pacific Basin: Some Security Issues," presented to the Pacific Symposium
organised by the National Defence University, Washington, D.C., 25-26 February 1988.



Recent Indonesian Experience

in Economic Management

J. Soedradjad DJIWANDONO

INTRODUCTION

The issue of growth has occupied a more prominent place in the economic

policy discussions in many countries, especially during and after a recessionary

period started at the turn of the eighties. This is in contrast to the previous

period when development policies were criticised as being too heavily growth

oriented, and only marginally concerned with equitable distribution.

The preoccupation of economic policy making with growth or more speci-

fically, a sustainable growth, has in turn, influenced the economic profession

in the effort to explore ways and means for the national economy to achieve

one. Indeed, a sustainable growth has been the challenge to be faced by any

economy. In the world development which has been marked by economic in-

terdependence and increasing uncertainty, the quest for a sustained growth

seems to require more concerted efforts from every national economy, in-

cluding adjustment policies to cope with the changing environment.

As an open economy which has b-en relying so much on oil revenues, both

in the export and in the government's budget, Indonesia has experienced

a difficult period, especially since the weakening of the world oil market which

was manifested in the decline of oil prices in 1982, and, the more drastic one, in

1986. Adjustment policies to cope with different circumstances arising out of a

variety of external shocks, including the decline of oil and other primary com-

This article was originally a paper presented at the Ninth Convention of The Malaysian

Economic Association in Kuala Lumpur, 17-19 November 1987. Dr. Soedradjad Djiwandono is

Lecturer at the Faculty of Economics, University of Indonesia, Jakarta; he has been Junior

Minister of Trade since 1 April 1988.



ECONOMIC MANAGEMENT 167
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modity prices, the slow economic recovery in industrial countries, major cur-

rencies' realignments, and the unstable world monetary and exchange system

in general, have been introduced in the last five years, and further steps are still

likely to come.

Some studies by the World Bank and International Monetary Fund (IMF)

have recorded these policies. There are also many articles written to explain

and analyse the Indonesian experience in these adjustment policies to cope

with generally external shocks in the efforts to maintain development activities

with a host of major objectives. It is believed that one can take some lessons

out of these experiences, even if it is just for the sake of avoiding some past

mistakes that the Indonesian economy has gone through during the last few

years.

As in this brief essay it will not be possible to discuss in great detail all the

policies which have been implemented, this discussion will be limited to a

number of matters which apparently are in the heart of Indonesia's policy ad-

justment efforts in the recent past to reform its economy structurally so as to

be capable to meet challenges ahead.

It will start with a framework for the analysis of Indonesia's open econo-

my, which is characterised by the close interrelationship between the monetary

and the government sectors on the one hand and the foreign sector or the

balance of payments on the other. A discussion on major policy adjustments

in each of the sectors as well as the background of each policy formulation will

then follow. Some analysis will come thereafter to show a host of problems in

the implementation of the policy, and some concluding remarks will be sug-

gested to indicate the prospects of Indonesia's economic development in the

near future.

THE BACKGROUND

Macro economic policies have played a very prominent role in Indonesia's

development process pursuant to a variety of objectives in view of current pro-

blems and environment to be faced over the years. The general objectives have
been the achievement of sustainable growth, more equitable distribution and
stability, popularly known as "the trilogy of development." However, as the

openess of the Indonesian economy has been facing an increasingly unstable

international economic, financial and trade relations, the macro economic
policy has also been pre-occupied with adjustment efforts in various aspects of
the national economy.
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As in many other developing countries, the three most important macro
economic policies in Indonesia are the monetary, fiscal and exchange policies.
In fact, these policies constituted the major pillars of the basic framework of
economic management introduced by the present government in the latter part
of the sixties when it took over power from the previous administration. And,
when the economy has to face a different environment which arose from a host
of external shocks in the seventies and in the last five years or so, those three

aspects of macro policies have also played a very prominent role.

A brief summary of the features and the framework- of Indonesia's

monetary, fiscal and balance of payments policies may be instructive, and
useful to start this discussion. It would help to understand the nature of the ad-

justment policies pursued in the last few years.

The Indonesian Financial System

Indonesia's financial system comprises the monetary authorities, the bank-

ing system and non-bank financial institutions. However, the system is basical-

ly dominated by the banks, among which Bank Indonesia, the central bank,

and the deposit money banks (DMBs) hold more than 90 per cent of the total

assets of the financial institutions.^

The DMBs vary in size, strength and ownership. There are 5 state owned

DMBs, which hold more than 70% of DMBs assets and account approximate-

ly the same share of total bank credits. The others consist of 70 national DMBs
and a number of foreign banks. Aside from these deposit money banks, there

are development banks, including 26 owned by provincial governments and

saving banks. The non-bank financial institutions include both financial and

development types. Together with insurance and leasing companies the non-

bank financial institutions have played a more important role in the later stage

of development. However, the banks continued to dominate the Indonesian

financial scene. More efforts have also been put to foster the development of

equity and bond markets. But, these arq still in an embryonic state such that

the role is for practical purpose still insignificant. To get a total picture of the

financial system we still have to include thousands of petty banks at the village

levels, pawnshops and other informal financial institutions scattered around

the country.

'Several publications describe the Indonesian financial system in detail. See for example An-

war Nasution, "ASEAN Financial and Banking System: Structure and Prospects," paper

presented at the Expert Group Meeting on ASEAN Financial and Banking Co-operation, Pattaya,

Thailand, March 1985.
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In short, despite the recent significant development of the non-bank finan-

cial institutions as alternative to conventional bank financing, banking basical-

ly continues to be the predominant system. This will of course have some bear-

ing on the financial scene in Indonesia, including the monetary process and the

conduct of monetary policy to cope with the current and future problems

facing the national economy.

The Fiscal System

One of the principles guiding the macro economic policy in Indonesia has

been the implementation of a balanced budget. However, in this context a

balanced budget is defined as the equality between total government expen-

ditures and total government revenues which accounts for both domestic as

well as foreign sources, including foreign loans. The Rupiah value of overseas

project loans are actually recorded as both government revenues as well as ex-

penditures.

The government budget is composed of routine and development revenues

as well as expenditures. The routine expenditures basically account for govern-

ment expenditures on wages and salaries, a variety of subsidies and other cur-

rent expenditures, including debt service payments. Development expenditures

are intended to represent expenditures which lead to the accumulation of
capital through development projects and programmes. This classification is

not exactly identical, but can be thought of as an approximation to current and
capital accounts in a budget. Nor is it a clear-cut classification, since different

types of payments which in principle should be listed in routine expenditures
are in practice included in the development budget. At the same time it is not
possible to divide total government expenditures along functional lines as it is

not always clear as to how routine expenditures may be broken down ac-
cording to sectors and programmes. As debt servicing, meaning interest and in-

stallment payments, is treated as a routine procedure this also blurs the distinc-

tion between current and capital budgets. In fact, this treatment implies the
importance of the concept of government or public savings, which constitute
the surplus between domestic revenues (derived from taxes and other source of
domestic revenues) and routine expenditures, which are used to finance
development expenditures, besides the principle that domestic borrowing is

prohibited. Thus, strictly speaking the development budget cannot be treated
as a purely capital expenditure budget.

the revenue side, the domestic revenues come from both taxes and
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Other sources, where receipts from oil and gas are dominant. Government
savings plus the Rupiah value from foreign loans and aids constitute the source

of finance for development expenditures. In this set up total expenditures are

made equal to the total revenues, and as such made up a balanced budget.

The Foreign Sector

Since the latter part of the sixties macro-economic management in Indone-

sia has been based to a large extent on the reliance on market mechanism and

indirect policy measures. In the foreign sector foreign exchange control was

abolished concurrently with the introduction of the balanced budget principle

and the reorganisation of the banking system. In 1970 Indonesia formally

removed all sorts of exchange controls, both on current as well as capital tran-

sactions. Thus, a free exchange system was established in 1970, and since then

it has been consistently maintained.

In the present exchange system, exporters are not required to surrender or

repatriate their export receipts. There are no restrictions for Indonesians to

open foreign exchange bank accounts abroad as well as in the country itself.

Furthermore, Indonesians may purchase foreign currencies legally without any

restrictions or limits and can freely transfer abroad the foreign currency pur-

chased in Indonesia. There is in short, a full convertibility of the Rupiah.

Econoinic Management in an Open Economy: A Framework

The openness of the Indonesian economy with the prominent role of oil

and gas in the government budget and it its exports, plus a financial system

which is dominated by the banks have brought about a close link between the

budget and the financial sector on the one hand, and between these two and

the balance of payments, on the other.

Indeed, the close interrelation between the government budget, the finan-

cial sector and the balance of payments may perhaps be more prevalent in In-

donesia than in any other developing country. The following can be observed

to highlight the case:

First, the sizeable role of oil and gas revenues in the government budget

and that foreign aids and loans are treated as development revenues have

brought about a very close link between the government budget and the

balance of payments.
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Second, the dominant role of banks in the financial system and the ex-

change rate policy being followed imply that the money supply process, i.e. the

creation of base money, is partly determined by changes in foreign exchange

reserves held by the central bank. This creates a close link between the

monetary and the foreign sector, i.e. the balance of payments.

Third, financial and credit programming is prepared in view of the

monetary impact of the government budget. There is thus, a close link between

the monetary sector and the budget.

An obvious implication of the relationships shown above is that monetary

and fiscal management in Indonesia is not independent from external develop-

ment. With a prominent role played by the government in the national

economy, the latter is no longer independent from external development. In

fact, external shocks have their influence on the national economy and aside

from having a direct impact on the foreign trade sector, they also indirectly

have an impact on the money supply process and the government budget as

well. This has certainly had some bearing on the path to follow, the choice of

instruments to be used and policies or actions to be taken in the macro
economic management over the years.

The national development is aimed at the achievement of a sustainable

growth rate of national produce, equitable distribution and national stability.

Macro economic policies are conducted pursuant to these objectives with a

view to current problems facing the economy due to changes in the environ-

ment.

In this context, monetary management has a broad objective to include the

maintenance of the internal and external stability of the currency and to pro-
mote the functioning of the production process and development activities.

The conduct of the monetary policy is constrained by the openness of the

economy and has at the same time to uphold the basic tenets of Indonesia's
macro policy, namely the adherence to a free exchange system and the ba-
lanced budget principle. In practice, the monetary policy is conducted to en-
sure the level of liquidity required to facilitate development activities at a sus-
tainable balance of payments position. It is basically an implementation of a
macro economic policy with a financial programming.

Economic development implies investment activities in the form of pro-
gramme and project implementation for the achievement of different objec-
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tives. The financing of these activities comes from different sources, namely

from domestic and foreign savings. The domestic savings include private

savings mobilised through financial institutions and others, and also from

government savings in the budget, while foreign sources of financing come

from foreign aids, loans and direct investments.

In short, macro economic management in Indonesia relies on co-ordinated

policies in the monetary field, the budget and the balance of payments in the

framework of the national development policy with a view to the characteris-

tics of the national economy, especially with regard to its openness and its im-

plications.

MACRO ECONOMIC MANAGEMENT OF RECENT PAST

Selected features of the Indonesian economy pertinent to the issues dis-

cussed are: First, the openness of the economy is manifested in the share of the

foreign trade sector in the national product, in which exports constitute

around 25 per cent and imports 21 per cent of the gross domestic product

(GDP) in recent years. In addition, annual capital inflows, both private and

official, in the forms of foreign aids, loans and direct investments have been

substantial. Second, the role of oil and gas in the economy has been very pro-

minent. The share of oil and gas in the foreign exchange receipts from exports

has always been very substantial, it was around 40 per cent per annum prior to

the first oil shock, and became more than 70 per cent up to 1984. At present oil

and gas constitute a little over 50 per cent of the total export. In the government

budget, oil and gas receipts come from corporate taxes on oil companies and

the government's share in the oil production, including profits of the state oil

company, Pertamina. Prior to the first oil shock the revenue from oil and gas

contributed around 30 per cent of the total domestic revenue, and rose to 60

per cent up till 1984. At present it constitutes 40 per cent of total domestic

revenue in the government budget (see Tables 6 and 7).

Policy adjustments which have been implemented since the government

carried out the first five-year development plan in 1969 are influenced by the

openness of the economy. There are basically a host of policies designed to

make Indonesia's national economy aptly responding to changes in external

environments, especially to fluctuations of the world oil market and its im-

plications.

The basic tenet of macro economic management was constructed through
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the introduction of a package of economic policies in 1967 to restore the ability

of the government in managing the national economy, which was lost in the

last years of the previous government. In general macro economic manage-

ment is based to a large extent on the reliance on market mechanism and in-

direct policy measures. The other tenet which have been introduced in the early

period and adhered to ever since are the balanced budget principle and the free

exchange system.^

The Problem

>

To begin with the discussion on recent adjustment policies it is worth to

touch upon the problems facing Indonesia's economic management recently,

especially since 1982. In terms of development activities, in 1982 Indonesia was

at the end of her third plan implementation and naturally at the preparation

for the fourth plan. Next year will be the last year of the fourth plan im-

plementation. In the process of Indonesia's development the requirements for

sustainable growth rates, better distribution and stability are more demanding.

However, 1982 was exactly the year when Indonesia began to feel the impact

of the world recession which is known as being the worst one after the depres-

sion of the thirties. In terms of GDP growth rate, the high growth rate of more
than 7 per cent per annum for a decade had ceased, and Indonesia experienced

a very low growth rate of 2.2 per cent in 1982 (see Table 1).

Some unfavourable external developments since the early eighties have

complicated the task of macro economic management in Indonesia. The pro-

longed recession of the world economy has depressed the demand for both oil

and non-oil exports of developing countries, of primary commodities in par-

ticular. The fall in the unit prices of Indonesian primary exports amounted to

about 10 per cent in the last five years, including oil, the fall of which exceeded

40 per cent.

^Many studies on the features of macro economic policies in the mid sixties up till the end of
the seventies have been published. They include, Anne Booth and Peter McCawley, eds., The In-
donesian Economy During the Soeharto Era (Kuala Lumpur: Oxford University Press, 1981);
Gustav Papanek, ed., The Indonesian Economy (New York: Praeger, 1980); and Bruce Glass-
burner, ed.. The Economy of Indonesia: Selected Readings (Ithaca: Cornell University Press,

1971). For current economic surveys the good sources would be, Bulletin ofIndonesian Economic
Studies (BIES) published three times a year by The Australian National University, Canberra,
Ekonomi dan Keuangan Indonesia (EKI), a quarterly published by Lembaga Penyelidikan Ekono-
mi dan Masyarakat (LPEM), Faculty of Economics, University of Indonesia, and Kajian Pereko-
nomian Indonesia, monthly as well as quarterly, published by the Center for Policy Studies,
Indoconsult-Redecon, Jakarta.
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Partly due to the recession, protectionist practices in world trade have been

damaging for most countries. For Indonesia these have been very damaging to

her efforts in strengthening the economic structure that is relying on market

oriented and exported policies.

The major currency alignments which have been welcomed in different

circles have been complicating Indonesia's foreign debt management. Since

most of her export earnings are in US dollars while more than 50 per cent of

her debts are in non-dollar currencies, the dollar depreciation, or the Yen and

Mark appreciation, have raised Indonesia's debt service payments. Including

the private sector, total outstanding debt increased from US$27 billion in 1984

to US$36 billion in 1986, or an increase of US$9 billion. However, US$5,5

billion of this represents dollar depreciation, and the rest represents net new
borrowings. The debt service ratio has been adversely affected. For the public

sector alone, in which the total outstanding debts increased from US$23 billion

in 1984 to US$32 billion in 1986, the debt service ratio increased from 15 per

cent to 29 per cent. Had there been no realignment, the debt service ratio

would have been only 23 per cent in 1986. Including the private sector, the debt

service ratio increased from 19 per cent in 1984 to 37 per cent in 1986.

The most dramatic external shock for Indonesia was of course the drop in

oil prices in 1986 when net oil export declined from US$6 billion in fiscal year

1985/1986 to US$2 billion in 1986/1987. It was a loss of US$4 billion or ap-

proximately one third of the total merchandise export or 6 per cent of GDP.^

The following is a discussion on the recent experience in macro economic

management by assessing the development of policies respectively in the

foreign sector, and the government budget and finance as well.

Managing Foreign Sector

Facing the unfavourable developments in the world market of primary

commodities and finance on the one hand, and the domestic pressures for

economic growth and employment creation on the other, the need for the ex-

pansion of exports, especially of non-oil exportables was pressing.'^

^The fiscal year runs from April 1 of a calendar year to March 31 of the following calendar

year.

"•Many points in this discussion are taken from Remarks by Dr. Ali Wardhana, Minister Co-

ordinator for the Economy, Finance, Industry and Development Supervision of the Republic of

Indonesia at a Seminar on Economic Policies in Turkey and Indonesia, Istanbul, October 13, 1987

(mimeo). See also, Moh. Arsjad, et.al., eds, Ekonomi Indonesia: Gambaran dan Prospek

1987/1988 (Jakarta: UI Press, 1987).
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Government policies to strengthen the position of the balance of payments

within the macro frameworjk as discussed above consisted of a number of steps

I

taken including the simplification of administrative procedures in export as

well as its supporting activities like shipping, cargo and port handling, credit

facilities, custom procedures and a host of other deregulatory measures. There

have been different policy packages introduced in this matter since April 1982

up to now. The most recent policy was introduced in June 1987.

To stimulate export of non-oil commodities a policy package consisting of

a special banking credit facility for export, a simplification of export pro-

cedures, and the abohshment of the requirement for exporters to sell foreign

exchange receipts in the bourse, was introduced in April 1982. Thereafter a

series of policies to liberalise export procedures to reduce the cost of the pro-

duction of exportables and that of export activities have been introduced. The

following is a summary of policies aimed at promoting non-oil expofts:

- Presidential Instruction No. 4, introduced in 1985 was to reduce a variety of

levies on export, and to reform and speed up port shipping and customs pro-

cedures. The net result of this reform has been to lower import costs to the

benefit of importers and exporters as well. The most dramatic part of this

policy was the removal of several functions usually performed by the Cus-

toms Office, and the subsequent entrustment of those functions to a sur-

veyor company.

- In May 1986 the Government introduced a special package of measures de-

signed to enable exporters to buy their inputs at world prices. This pro-

cedure is basically bypassing prevailing non-tariff import barriers without

abolishing domestic import duties and taxes. Basically a duty drawback and

exemption system has been established. The policy package includes pro-

visions to remove some licensing barriers and to improve the investment

climate for foreign as well as domestic investments.

- Follow up measures introduced in October 1986, January 1987 and June

1987 were aimed at further cost reduction for export activities, to increase

their competitiveness and to shift, in stages, the instruments for protecting

domestic production from non-tariff barriers to tariff.

The adjustment measures also include a direct reduction of imports to

maintain the sustainable balance of payments position. The most important

one was the policy introduced in May 1983 when the government issued a

policy to postpone or cancel imports for government projects by a substantial

amount. In terms of total value of projects it was a reduction from US$20
billion worth of projects to US$10 billion.
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The exchange rate policy has also been fully utilised to improve the com-
petitiveness of non-oil exports and of import competing industries, aside from
creating employment opportunities. The short-run objective has been the im-
provement of the balance of payments. The Rupiah was devalued by 28 per
cent in March 1983, and again in September 1986. The latter was a devaluation
of 31 per cent. The policy to devalue has been a powerful means of stabilising

current account deficits and in improving the condition of an early recovery in

economic activity and income. It has also been an important means to contain

foreign exchange speculation as manifested in the dollar rush in the bourse.

Partly due to the above policies, the current account deficit has been con-
tained to a managable level. It was brought to US$4 billion by March 1987 or

approximately 50 per cent lower than what was estimated in the absence of the

adjustment measures. For the fiscal year of 1987/1988 it is estimated to be
reduced further to US$2 billion. Meanwhile the non-oil export performance
has been encouraging despite the continuing weakening of prices in primary
commodities. In the last five years non-oil exports have increased from US$3.9
billion in 1982 to US$6.5 billion in 1986, or an annual increase of 14 per cent.

Together with other monetary measures these adjustment policies have also

been able to calm down foreign exchange speculation which was rampant in

December 1986 and April-May 1987. After a capital outflow of US$2 billion in

those months, exchange reserves of the banking system, including DMBs, were

recorded at US$10 billion recently, which is equivalent to a little over a year of

the need to finance imports.

The fact that in the last five years the Rupiah has been devalued twice in

addition to small daily adjustments, shows an active use of the exchange rate

as an effective tool for correcting the short and medium term balance of pay-

ments problems arising from external shocks. More important, is that it il-

lustrates the importance attached to the exchange rate as an efficient instru-

ment for restructuring the economy and making it less dependent on oil in the

long run.^ Since March 1983 devaluation, exchange rate policies have been

facilitating the shift of the Indonesian industry from inward-looking import

substitution to outward-looking exports. (The balance of payments develop-

ment in recent years can be seen in Table 7)

Fiscal Policy

Fiscal mianagement in the context of the macro policy for national develop-

ment has to face the issue of financing development expenditures without en-

^Wardhana, Economic Policies, p. 10.
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dangering internal as well as external stability. Subsequently it has to be con-

cerned with the allocation of resources for growth and distribution. The fiscal

policy has also been very instrumental in adjustment policies to cope with

the changing external environment.

In the stabilisation period of the late sixties the government set a number of

tasks which includes among other things balancing the budget as defined

above, mobilising government savings through both expenditure savings and

intensifying tax collection in addition to putting more emphasis on develop-

ment expenditures for the maximum use of domestic resources.

In conjunction with the monetary policy supported by production and

distribution policies, the balanced budget policy had successfully subdued the

spiraling increase of prices, such that inflation rate ^as brought down very

quickly in the late sixties, from over 600 per cent in 1966 to a single digit in

four years time. With these combination of policy means, the government has

repeated its success in putting inflation under control. In the seventies when in-

flation rates increased again to 30 per cent in 1973 and 40 per cent in 1974, it

was brought back to 20 per cent in 1975 and 1976, and an average of 10 per

cent in 1977 and 1978. Following the 1983 devaluation inflation rate went up

close to 12 per cent, but was brought down again to a single digit in the follow-

ing two years. And again, despite the 31 per cent Rupiah devaluation in

September 1986, the inflation rate was contained to 9 per cent in that year (see

Table 1 and 3).

It has been the belief of the policy decision makers that stability is a

necessary condition for development with a variety of goals to be achieved. In

this respect, budgetary expenditure has also played an important ' role in

facilitating the achievement of growth and equity objectives. Examples include

what in the Indonesian development jargon is known as "Program Inpres"

which is basically a means to channel development funds to local govcrnments

for financing a host of economic as well as social projects, such as school

buildings, community health centres, nutrition programmes, village improve-

ment, and the entire development portion of the budget, where expenditures

range from subsidies on fertihsers for food programmes to major public sector

investment projects.^

*A more lucid exposition on these matters can be read from a paper presented by Dr. Ali War-
dhana, "Overview: Indonesia's Economy The Next Five Years," at the Conference on Indonesia,

sponsored by the Asia Society, the Centre for Strategic and International Studies (CSIS), and Flet-

cher School of Law and Diplomacy, Medford, Massachusetts, October 1983 (mimeo).
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For much of the seventies, Indonesia was able to utilise fiscal resources
generated by her oil sector spending for development. As it is explained
previously, oil and gas revenues have contributed very significantly to the
government budget. Indeed this decade had been the period of rapid growth
rates in the national products.

However, with the depressing world oil market since 1982, it is certainly

impossible for Indonesia's development to rely too heavily upon the oil sector,

both as a source of foreign exchange receipts as well as domestic revenues in

the budget. Non-oil taxes will have to bear a bigger share in providing a source
of funds for development activities through the budget.

In the preparation for the fourth plan covering the period of 1984/1985-

1988/1989, the government designed a programme to carry out a tax reform in

anticipation of the decline in the tax revenue from oil and gas (see Table 6).

The decision to make the necessary preparations was made as early as 1981. In

fact, it was started with a study to prepare for the possibility of a tax reform

not so much to compensate the decline of oil revenues, but more so to amelio-

rate the worst symptoms of a Dutch disease. However, the new taxes were

introduced only in 1983 and the following years.

The tax reform implemented in 1983 can be summarised as follows:^

- The new laws replaced outdated, complicated and unproductive taxes

adopted several decades earlier. Some of them were from the Dutch colonial

period.

- The basic features of reforms include income tax, value added tax, and land

tax.

- It is basically an effort to simplify tax laws by reducing their number, lower-

ing their rates and simplifying their administrative procedures. The last one

was done through the introduction of a self assessment method.

Confronted with a gloomy picture of the world oil market, the tax reform

has been designed to increase the contribution of tax revenues levied from the

non-oil sector in the budget. In the early eighties tax revenues from the non-oil

sector were as low as 6 per cent of GDP or around 8 per cent of non-oil GDP.
This is a very low tax effort as compared to other developing countries, let

'a comprehensive descriptive analysis of the Indonesian tax reform has been lucidly provided

by Malcolm Gillis, "Micro and Macro-economics of Tax Reform: Indonesia," Journal of

Development Economics, no. 19 (1985), pp. 2i21-254. A detailed paper has also been circulated

among the Worid Bank staff, entitled "Essays on the Indonesian Tax Reform," CPD Discussion

Paper no. 1986-1988. February 1986 (mimeo).
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alone developed countries. In the fourth plan, it was projected that with the

implementation of the new tax laws it was expected to increase from 6 per cent

to 10 per cent in terms of total GDP or from 8 per cent to 12 per cent in terms

of non-oil GDP.

Efforts to increase domestic revenues from the non-oil sector is very impor-

tant in the face of the decline in oil revenues. In addition, it is also important in

its link with the balance of payments, to reduce the balance of payments

pressure. In the face of increasing debt repayments due to the increasing

number of the national debt entering the repayment period and currency re-

alignments, it is important to increase tax revenues in the budget. Finally, the

' increase in development activities also requires the increase of the source of

financing for operation and maintenance which has been increasing over the

years.

With the tax reform of 1983 it can be said that basically the principal func-

tion of the tax system in Indonesia is one of raising revenues. The new income

tax for example, has abolished tax holiday, a provision which was introduced

almost two decades ago through both domestic and foreign investment laws,

to give incentive to investors to put their capital into productive sectors.

The performance of the tax reform in terms of raising government

revenues has been mixed. Receipts from the new income tax have not been

substantially increased. However, in terms of increasing the tax base the result

has been encouraging. The number of tax payers which was only a Httle over

700 thousands in 1983 has increased to 1.33 millions. However, this is still

relatively small in a country as big as Indonesia. Receipts from the value

added tax have surprisingly been much better than expected, which is very en-

couraging. Be that as it may, the implementation of tax reform still have to be

consistently followed up, such that a stronger structure of the budget will be

achieved.

Actually a combination of short as well as long term policy measures have

been introduced to keep the government budgets balanced over the difficult

years since 1982. Indeed, all the budgets during the last five years, except that

of 1985/1986, have been very tight. Routine expenditures remained virtually

unchanged in real terms, except in 1985/1986. A substantial improvement in

non-oil revenues in 1985/1986 allowed the government to raise government

salaries for the first time after three years. But, the government salaries have

been freezed in the last two years. In any case, the development budget has

borne the brunt of the sharp reduction in oil revenues. The increase in debt ser-
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vice payments have also reduced government savings which in turn were re-

ducing the government capability to finance development expenditures (see

Table 5).

The long term policy measures with respect to the government budget in

addition to the tax reform discussed above include improvements in the tax ad-
ministration and the gradual elimination of government subsidies, especially

on fuel and food. Oil subsidies have been reduced substantially since

1982/1983, while food subsidies have been phased out in the same fiscal year.

Monetary Policy

The evolution of the role and direction of the monetary policy in Indonesia

has followed closely the broader macro-economic developments of the coun-

try. Indeed, by virtue of its relative flexibility, the monetary policy has re-

flected, more than any other macro-economic policy instruments, the concerns

with and policy responses of the government to the economic challenges of the

day. In the previous administration the monetary policy had been tacitly

assigned to shorter term policy functions. But in the past two decades or so,

there has been a clear trend towards the longer term function of the monetary

policy in development.

In the stabilisation period after the mid sixties the monetary policy was

made an essential part of the stabilisation package. Interest rates were freed (at

one time in 1968 interest on time deposits reached 48 per cent - 72 per cent per

annum), exchange control was abolished, exchange rates for important tran-

sactions were floated and Bank Indonesia was set to control the growth of

reserve money. Thus, monetary measures were introduced in combination

with fiscal and other measures discussed above which resulted in a drastic

reduction of inflation rates in a short period.

At about the same time as that of the stabilisation drive, thoughts were ar-

ticulating among the policy makers that, after long years of an abnormal

monetary situation, the financial sector, particularly the banking system, had

to be reconstituted. In 1967, a new Banking Law was introduced, the spirit of

which was to reinstitute the basic role of banks, namely as financial inter-

mediaries. The law also provided a basis for a more autonomous monetary

policy in the context of the overall macro-economic management.

The three subsequent years (1969-1971) was a period of stability and rapid
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growth. In the monetary sphere, we saw a steady return of public confidence in

the currency as reflected by the continued rise in their demand for money.

Thus, despite the fairly rapid growth in money supply, prices were virtually

stable. This period was also one with relatively Httle direct control by the cen-

tral bank over the banking sector, facilitating the banks to relearn the normal

business of financial intermediation.

The relatively tranquil situation did not continue because of some external

developments. First, in 1972 Indonesia, as indeed many other countries in the

world, experienced a long draught causing bad rice harvests. This caused rice

prices, and subsequently also those of other basic necessities, to increase

sharply. Second, in the period 1972/1973 a world commodity boom occured

and prices of Indonesia's major exports rose causing an export-induced infla-

tionary pressure at home. However, most important of all in 1973/1974 was

that world oil prices quadrupled and this had given rise to a sudden and large

influx of foreign exchange into the country, causing correspondingly a rise in

the domestic reserve money. Thus in the three subsequent years (1972-1974)

Indonesia once again had to face a strong inflationary pressure, though of a

different nature and origin.

Prompted by those developments the central bank attempted to put a break

on the growth of reserve money by putting a ceiling on bank credit creation.

Thus, in 1974 Bank Indonesia reinstituted the instrument of quantitative con-

trol over the banks by requiring each of them to restrict its credits within the

ceiling approved by the central bank. In a sence the measure was inevitable, in

view of the influx of foreign exchange so large and so sudden.

The policy however was also intended to serve a different purpose, aside

from controlling the money supply. The growing foreign exchange resources

provided a basis for speeding up the development process. In the banking sec-

tor the policy translated itself from the expansion of subsidise'd credit schemes

to priority programmes, such as the rice intensification programme and

various investment credits. The function of the quantitative credit control thus

served also as a vehicle to channel these subsidised credits into the intended

programmes.

Thus one can see, more clearly than in the preceding period, as to how the

monetary policy in this period served a double function: as an instrument of

monetary control and as a means to influence the allocation of funds among
sectors. Interest rates for a substantial portion of bank credits were fixed by
the central bank. This system, with minor modifications over the period,
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lasted until mid 1983, when a banking reform was introduced. We shall com-
ment on this later.

How did the monetary poHcy perform in this period? In general, the
monetary policy appeared to successfully contain the inflationary pressures
during the period. The average inflation rate between 1974 and 1983 was 15.2
per cent per annum. ^ There appeared also to be a visible influence of the poHcy
on the allocation of credits over sectors and programmes, thus helping the
country to achieve its development priority. However, one must also note the

costs of the scheme. One of such costs was that the learning process of banks
to become full-fledged financial intermediaries was somewhat stifled by the

direct allocation system.^

In June 1983, as a part of a series of measures to overcome the downward
trend of oil revenue, the government introduced a banking reform which effec-

tively freed banks from many previous restrictions. Credit ceilings were

abolished, interest rates were freed except for few "priority" credits. With no
more oil booms, the raison d'etre of the quantitative credit control has also

gone. The bleak prospects for oil has also led the government to explore ways

to more effectively mobihse other sources of development funds. It was

thought that only an efficient financial sector could mobilise and utilise finan-

cial resources most efficiently for the purpose of development. The June 1983

banking reform was a first step toward this end.

There were two main issues in the field of monetary policy that followed

the reform. One concerned the problem of how to develop an arsenal of effec-

tive policy instruments for the purpose of monetary control. With the liberah-

sation of the banking sector, the monetary control by the central bank could

not be anything else but an indirect control. It became imperative therefore,

for the central bank to develop such indirect policy instruments. The second

issue comprised the follow-up steps that was needed to be taken to guide the

development of "the financial sector toward an efficient one, capable of serving

better the development needs of the country.

The follow-up process of the June 1983 reform is still unfinished. We can

however mention several major steps that have so far been taken. In the direc-

^Table 2 shows the development of factors affecting changes in money supply, reflecting

changes in the major determinant of inflation over time.

'a very good discussion on monetary policies in this period provided by H.W. Arndt,

"Monetary Policy Instruments in Indonesia," BIES, November 1979: 107-123. See also, Stephen

Grenville, "Monetary Policy and the Formal Financial Sector," in Booth and McCawley, eds., In-

donesian Economy During the Soeharto Era, chapter 4.
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tion of developing new instruments, the central bank has experimented (with

notable success) with new financial instruments (the SBI and SBPU)^^ which

are hoped to be a basis for developing a money market with an effective open

market operation. In the direction of enhancing the efficiency of the financial

sector, steps have been taken to improve the internal efficiency of the banks,

particularly the state banks, which still dominate the banking sector.

Over a short interval, the monetary management was complicated by the

emergence of foreign exchange speculations as indicated earlier, necessitating

liquidity to be tightened beyond the programme targets. However, the

monetary instruments introduced in line with a more indirect control since the

1983 policy seem to be sufficient to curtail speculative actions in the bourse,

while maintaining some control over total liquidity. The high rates of interest

which may be harmful to productive activities in the long-run have recently

declined. In the long-run financial stability will support investment activities

such that a sustainable development will be facilitated.

CONCLUDING REMARKS

The Indonesian economy and many others have experienced different

pressures since the beginning of the eighties. And it seems that this situation

will prevail for quite sometime in the near future. Development efforts have to

continue, even to accelerate. However, the means to implement all these ef-

forts are more constrained.

Indonesia's economy has to face problems arising from uncertain interna-

tional monetary and trade relations which threaten the growth of world pro-

duction and trade. Commodity prices have not shown clear signs of an upward

trend and stability while the exchange rates between major currencies have not

been assured.

In view of the not so bright prospects of the world economy, macro-

economic management must face the problem of more constrained sources of

financing for development, whether they originate domestically (private and

public savings) or from abroad (export receipts and capital inflows).

In essence, the economic problems of Indonesia is centred around the de-

'°SBI (Sertifikat Bank Indonesia) and SBPU (Sural Berharga Pasar Uang) are monetary in-

struments created, the former, to absorb money from the banking system when it is overliquid, the

latter, to inject money when it is in need of liquidity.
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dining role of oil and gas in the national economy, both as a source of foreign

exchange receipts from their exports and as a source of domestic revenues in

the budget. With respect to foreign exchange receipts from exports, the

government has implemented a host of adjustment policies to promote non-oil

exports.

Government policies to stimulate non-oil exports encompass steps in pro-

viding incentives for the production and marketing of exportable com-
modities, credits and other facilities for export activities, the simplification

of export procedures and a host of steps to reduce costs of exports and to raise

their competitiveness in the world markets. In general all these steps ai'e in the

form of deregulations or liberalisation in trade policies and measures and in

the production processes (agriculture and manufacturing). The recent export

performance of non-oil commodities, especially that of manufactured pro-

ducts, has been encouraging. However, the most recent development in the

capital and money markets seems to threaten further the already not very

strong growth of world production and trade in the near future. These

developments would give' additional pressure to Indonesia's economic

management to continue to take all the necessary steps to raise Indonesia's

competitiveness in the world.

The monetary policy has to be more effective, to go beyond maintaining

financial stability, to mobilise domestic savings through financial institutions.

At the same time the fiscal policy has to be more effective in raising govern-

ment savings, both through its expenditure as well as tax policies.

It appears that Indonesia has succeeded, through different adjustment

policies, in overcoming the adverse impacts of external shocks in the last five

years. The challenges in the future seem to be bigger. However, recent ex*

perience has certainly strengthened the economic base, such that there must be

a better chance for success in the future.
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APPENDIX

Table 1

^ ECONOMIC GROWTH RATE, INFLATION RATE AND POPULATION GROWTH RATE
1966-1986

Year

Economic

Growth Rate

Inflation

Rate

(%)

Population

Growth Rate

(%)

1 QAA
1 700 Z.o OjU.U 0 iz. 1

1967 1.4 120.0 2.2

1968 10.9 85.0 2.2

1969 6.9 9.9 2.2

1970 7.5 8.9

1971 7.0 2.5

1972 9.4 25.8

1973 11.3 27.3

1974 7.6 33.3

1975 5.0 19.7

1976 6.9 14.2

1977 8.9 11.8

1978 7.7 6.7

1979 6.3 21.8

1980 9.9 16.0

1981 7.9 7.1

1982 2.2 9.7

1983 4.2 11.5

1984 6.1 8.8

1985 2.3 4.3

1986 3.2 8.8

Average of

2.32

Per Annum

Average of

2.13

Per Annum

^For 1970-1983, based on GDP series at 1973 constant prices.

For 1984-1986, based on new GDP series at 1983 constant prices.

''For December 1969-March 1979, based on the cost of living index in Jakarta.

For April 1979-1986, based on the consumer price index in 17 cities.
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Table 3

NARROW MONEY" AND PRICES, 1960-1986 (Per Cent)

Year Increac^ in Mnn^vWCU^ 111 ivlUllCjr
•

Incrcflsc in Prices

I960 39 19

1961 42 72

1962 99 158

1963 95 128

1964 156 135

1%5 280 595

1966 763 636
1%7 132 112

1968 120 85

1969 61 10

1970 36 9

1971 28 2

1972 48 26
1973 41 27
1974 40 33

1975 33 20
1976 28 14

1977 25 12

1978 24 7

1979 36 22
1980 48 16

1981 30 7

1982 10 10

1983 6 11

1984 13 9
1985 24 4
1986 14 9

^Cash plus demand deposits

Source: Bank Indonesia, Annua/ Report, Jakarta, various issues.

Table 4

OVERALL BUDGET BALANCE, 1969/1970-1987/1988 (in Billion Rupiahs)

Fiscal Year Total Expenditure Domestic Revenue Deficit Fore Aid

1969/1970

1970/1971

1971/1972

1 972/ 1 973

1973/1974

1974/1975

1975/1976

1976/1977

1977/1978

1978/1979

1979/1980

1980/1981

1981/1982

1982/1983

1983/1984

1984/1985

1985/1986

1986/1987

1987/1988

335 244 91 91

458 345 113 120
545 428 117 135

736 591 145 158
1,164 968 196 204
1,978 1.754 224 232
2,730 2,242 488 492
3,684 2,906 778 784
4,306 3,535 771 773
5,299 4,266 1,033 1.035
8,076 6,697 1,379 1,381
11,716 10,227 1,489 1.494
13,918 12,213 1,705 1,709
14,356 12,418 1,938 1,940
18,311 14,433 3,878 3,882
19,384 15,906 3,478 3,478
22,825 19,253 3,572 3.573
21,893 16,141 5,752 5,752
22,783 17,236 5,547 5,547



Table 5

FINANCING OF ROUTINE AND DEVELOPMENT EXPENDITURE, 1969/1970-1987/1988

Share of Development

Expenditure Financed by

Fiscal Year NODR as a Proportion of Government Aid and

Routine Expenditure Savings Export Credits

(%) {%) m
1%9/1970 82.2 23.0 77.0
1970/1971 85.4 33.3 71.0
1971/1972 82.3 40.3 69.2
1972/1973 82.2 51.1 52.9
1973/1974 82.1 56.4 45.2
1974/1975 78.4 76.7 24.1

1975/1976 74.6 65.1 35.2
1976/1977 78.0 62.1 38.2

1977/1978 73.8 64.3 35.9

1978/1979 71.3 59.6 40.5

1979/1980 60.0 34.4

1980/1981 55.3 74.8 25.2

1981/1982 51.4 75.4 24.6
1 O01 / 1 oo?iyo2/iyo3 60.7 73.7 26.4

1983/1984 58.4 60.8 39.2

1984/1985 58.1 65.1 34.9

1985/1986 67.8 67.2 32.8

1986/1987 72.3 31.0 69.0

1987/1988 68.5 28.5 71.5

Source: Nolo Keuangan, various issues.

Table 6

DOMESTIC REVENUES, 1969/1970-1987/1988 (in Billion Rupiahs)

Revenue from Revenue outside TOTAL

Fiscal Year Oil & LNG Oil & LNG

1969/1970 M 27% 178 73% 244 100%

1970/1971 flj 29% 246 71% 345 100%

1971/1972 141 . 33% 287 67% 428 100%

1972/1973 231 39% 360 61% 591 100%

1973/1974 382 39% 586 61% 968 100%

1974/1975 957 55% 797 45% 1,754 100%

1975/1976 1,248 56% 994 44% 2,242 100%

1976/1977 1,635 56% 1,271 44% 2,906 100%

1977/1978 1,949 55% 1,586 45% 3,535 100%

1978/1979 2,309 54% 1,957 46% 4,266 100%

1979/1980 4,260 64% 2,437 36% 6,697 100%

1980/1981 7,020 69% 3,207 31% 10,227 100%

1981/1982 8,628 71% 3,585 29% 12,213 100%

1982/1983 8,179 66% 4,248 34% 12,427 100%

1983/1984 9.520 66% 4,913 34% 14.433 100%

1984/1985 10,430 66% 5,476 34% 15,906 100%

1985/1986 11,144 58% 8,109 42% 19,253 100%

1986/1987 6,338 39% 9,803 61% 16,141 100%

1987/1988 6,939 40% 10,297 60% 17,236 100%

Source: Nolo Keuangan, various Issues.
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The Outlook for the ASEAN Economies
in the Context of Developments

in the Pacific Region

Hadi SOESASTRO

INTRODUCTION

From an ASEAN point of view, two questions are of immediate relevance

when discussing the outlook for the ASEAN economies in the context of

Pacific region economic developments over the next 15 years or so. The first

question concerns the continuation of the region's dynamic economic perfor-

mance. This question leads to an examination of the sources and mechanism
of growth which prevailed and were commonly shared in the past by the coun-

tries in the region, and whether those growth factors are likely to change in the

future.

The second question regards the level (stage) of development which the

ASEAN economies will have reached by the year 2000: will they reach the NIC
(newly industrialised country) or near-NIC level? A corollary to this question

is whether by then the East Asian NICs have become or have come close to

become advanced economies. These questions lead to an examination of the

regional implications, in terms of competition and complementarity among

the Pacific economies in production - and in turn, also in trade ~ of such a

"graduation" process.

In order to be able to address the policy issues which can be derived from

the above questions, the following section briefly reviews the current perfor-

mances of the ASEAN economies and their short-term policy implications.

This will then be followed by the discussion of policy issues affecting the

Hadi Soesastro is a member of the Board of Directors and Deputy of Executive Director of the

CSIS.
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longer-term prospects for the ASEAN economies in the context of Pacific

region economic developments. The concluding section suggests areas for the

Pacific economic co-operation of special interest to the ASEAN countries.

CURRENT PROBLEMS

The global recession of the early 1980s and subsequent weak - if not

weakened ~ recovery have greatly affected the growth performance of the

ASEAN economies, which in differing degrees are all open economies.

Of the six ASEAN countries, the Sultanate of Brunei Darussalam is

perhaps an exception. While its economy is very narrowly based, its popula-

tion base is also very small. Oil and natural gas currently contribute to over 70

per cent of GDP, 99 per cent of its exports and more than 90 per cent of

government revenues. Nonetheless, unlike many other oil exporters, Brunei

has not had to resort to raising its production to compensate for falling

revenues due to depressed oil prices. In fact, it continues to apply the depletion

policy introduced in 1983 to limit oil production to 150,000 b/d until the end

of the century. Essentially, Brunei's external reserves, amounting to some

US$20 billion, are a more than sufficient cushion to the economy. With the ex-

ception of the last two years or so, Brunei used to run trade surpluses of about

> US$3 to 4 billion annually. Realising, however, that the economy cannot rely

on oil and natural gas indefinitely, the government has recently embarked on

formulating a 20-year master plan, including the use of its vast reserves of

high-grade silica to develop a microchip and optics industry. It is also re-

cognised that its major constraint is manpower, which is a structural problem

that can be overcome only over a longer time periode.

The following examination will concentrate more on the other five ASEAN
countries for reasons indicated above.

Table 1, exhibiting real rates of growth of the ASEAN countries from 1981

to 1982, clearly shows the effects of the decline in the growth of world produc-

tion and trade. Throughout the period 1980-1986, world production grew only

by an average of 2 per cent per annum, which was half the average rate of

growth per annum over the period 1970-1980. Similarly, the rate of growth in

the volume of world merchandise trade declined from an average of 5 per cent

to 3 per cent per annum.

Indonesia and Malaysia were severely affected by the drop in oil prices,

and together with the Philippines and Thailand, they have all suffered from
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the collapse in commodity prices. The effects differ from one country to the
other. As shown in Table 2, the average percentage change in the unit
(nominal) value of exports, ranged from -6.2 per cent in the case of Thailand
to 3.6 per cent in the case of Indonesia. What is equally noteworthy is the fact

that during that period Thailand exhibited the highest rate of growth in export
volumes (8.5 per cent per annum) while Indonesia's respective growth rate was
the lowest, and was even negative (-1.8 per cent per annum).

Table 1

ASEAN (5): GDP REAL GROWTH RATES, 1981-1986

(Per Cent)

1981 1982 1983 1984 1985 1986 1987 1988

Indonesia 7 9 2.2 4.2 6.1 1.9 3.2 3.4 (3.5r

Malaysia 6.9 5.9 6.3 7.8 -1.0 1.0 2.0 4.0

Philippines 3.4 1.9 1.1 -6.8 -3.8 0.1 5.1 (5.5-6.5)

Singapore 9.9
'

6.3 7.9 8.1 -1.8 1.9 8.6 (3.0-5.0)

Thailand 6.3 4.1 5.8 6.2 4.0 4.2 6.1 (5.8-6.2)

^Author's estimate.

Source: IMF, International Financial Statistics (June 1987); national statistics'and national

estimates (see e.g. Far Eastern Economic Review).

Table 2

ASEAN (5): EXPORT GROWTH RATES, 1981-1985

(Per Cent Per Annum)

Volume

Change in Nominal

Value, Average

Change in Unit (Nominal)

Value, Average

Indonesia -1.8 1.8 3.6

Malaysia 7.1 4.1 -3.0

Philippines -0.6 -4.1 -3.5

Singapore 6.2 3.9 -2.3

Thailand 8.5 2.3 -6.2

Source: CSIS database and IMF, Direction of Trade Statistics, 1986 Yearbook.



ASEAN ECONOMIES 193

Nonetheless, all ASEAN countries have adopted similar policies in dealing

with the changed international economic environment: they have introduced a

variety of policies to stimulate their exports and thus, maintain their open

orientation rather than resorting to inward-looking policies.

Indeed, it appears that the options available to the ASEAN countries are

truely limited. Take Indonesia as an example. In view of the high burden of

debt service payments that it faces today and over the next few years, Indone-

sia has no other choice than to continue to boost its exports, manufactures and

other non-oil exports in particular. Today, its debt service payments have

reached nearly 40 per cent of total export receipts and have amounted to close

to 40 per cent of total government expenditures. A considerable portion of the

increase in Indonesia's debt service burden was due to the currency realign-

ments, since about 60 per cent of its external (sovereign) debt was non-dollar

- and mainly Yen ~ denominated.

The export sector is also given the important role as an engine of growth.

Fiscal and monetary policies to stimulate domestic demand have not been used

in all ASEAN countries, primarily for balance of payments reasons. The In-

donesian case illustrates the problem at its best. As can be seen from Table 3,

the current account in Indonesia's balance of payments deteriorated drastical-

ly from a deficit of about US$0.5 billion in 1981 to close to US$5 billion in

1982 and almost US$6 biUion in 1983. In addition to the devaluation of the In-

donesian Rupiah in March 1983 a number of drastic measures have been taken

by the government to restore its balance of payments position. Major govern-

ment projects which were capital and foreign-exchange intensive were re-

phased or indefinitely postponed. The government budget did not expand, and
monetary policy remained tight throughout. To stimulate exports a series of

deregulation and policy packages aimed liberalisation of the trade, industries,

and financial sectors have been introduced. The country's current account

position improved considerably in 1984 and 1985, to deteriorate again in 1986

due to the dramatic drop in oil prices in the middle of 1986. Under such cir-

cumstances, the government becomes more adverse to policies to stimulate

domestic demand.

All other ASEAN countries, albeit to a lesser degree, faced the same pro-

blems. Table 3 clearly shows the importance they attach to the improvement of
the current account in their balance of payments, which indeed have improved
dramatically in 1986. The external balance, however, was achieved by sacrifi-

cing growth. The effect on growth was quite severe in the case of Malaysia, but
relatively less so in the case of Thailand.
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Table 3

ASEAN (5): BALANCE OF PAYMENTS ON CURRENT ACCOUNT
(Millions of SDRs)

1981 1982 1983 1984 1985 1986 1987« 1988P

Indonesia -0.5 -4.8 -5.9 -1.8 -1.8 -4.1 -1.7 -0.7

Malaysia -2.1 -3.3 -3.3 -1.6 -0.7 -0.8 -2.0 -2.0

Philippines -1.8 -2.9 -2.6 -1.2 -0.0 0.9 -0.1 n.a.

Singapore -1.2 -1.1 -0.5 -0.4 -0.0 0.5 n.a. n.a.

Thailand -2.1 -0.9 -2.7 -2.1 -1.5 4.1 -0.6 -a.7

^Estimate.

PProjection.

Source: IMF, Balance ofPayments Statistics (various issues); national estimates.

The various liberalisation measures in the ASEAN countries appear to

have shown some favourable effect upon ASEAN manufacturing sector, as

suggested by their manufactures export performance in the past few years. As
shown in Table 4, the average annual percentage change of manufactures ex-

ports ranged from a low 5 per cent to a high 35.5 per cent for the Philippines

and for Indonesia, respectively. The high growth rate experienced by Indone-

sia was in part due to its low base and in part due to the stimulus created by the

liberalisation measures in an economy which until recently was the most pro-

tectionist amongst the ASEAN countries. Over that five-year period, exports

of manufactures from ASEAN increased about US$15 billion to US$24
billion. This increase, while not insignificant, is not all that spectacular.

The short-term policy question for the ASEAN countries is quite clear,

namely how to sustain their exports in the face of growing difficulties to

penetrate international markets, especially in the industrial countries. This

suggests the importance for ASEAN of the global efforts currently, as pursued

in the Uruguay Round, to promote an open international trading environment

and to restore the international trading system.

Given the various constraints, in particular the need to maintain a "com-

fortable" balance of payments position and the need to keep the external debt

under control, it is the maintenance of vigorous exports that can bring the

ASEAN economies back to their growth path. In short, the achievement of the

policy objective to return to a high(er) growth era for ASEAN will depend at
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least on two main factors. The one is the development in the international

economy, in particular the success ~ or failure - to effectively restore the in-

ternational imbalances. The other factor is the set of measures undertaken in

each of the ASEAN countries to reduce distortions in and to increase the flexi-

bility of their economies so as to maintain a competitive edge in areas in which

they do have a comparative advantage. It appears today that the former factor

exerts a greater influence on the short-term prospects of the ASEAN
economies.

Table 4

ASEAN (5): EXPORTS OF MANUFACTURES, 1979-1981 AND 1984-1986

Billion Dollars Average Annual

1979-1981 1984-1986 Percentage Change

between 1979-1981

and 1984-1986

Indonesia 0.5 2.3 35.5

Malaysia 2.2 4.2" 15.5

Philippines 2.0 2.5" 5.0

Singapore 8.5 12.4 8.0

Thailand ^Ifll^fl

"1984-1985.

Source: GATT, International Trade 1986/1987 (25 September 1987).

Nonetheless, in the short-term serious attention should be given by the

ASEAN countries to deal with a host of structural problems which prevail in

each of their economies. These problems differ from one ASEAN country to

the other. However, one common problem shared by many ~ if not all

ASEAN countries ~ is the reallocation of resources for investments from the

public sector to the private sector. This arises not only because of the high debt

burden of the governments but also because internationally the accumulation

of excess savings is primarily in private hands. Thus, what is called for in the

ASEAN region is the readiness and increased capabilities to accommodate
larger inflows of foreign direct, and to a lesser extent portfolio, investments.

In the ASEAN region, the recent improvements in terms and conditions for

the so-called AIJV (ASEAN Industrial Joint-Ventures) promise to invite
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greater participation of non-ASEAN capital and thus, to increase investment

inflows into the region.

Despite the need for greater private sector involvement, financing of public

sector activities equally needs to be given serious attention to. While the level

of public sector borrowing may remain stagnant, in the short-term govern-

ments should try to maximise the use of available concessional loans.

LONGER-TERM PROSPECTS

The longer-term prospects of the ASEAN countries can no longer be

examined in isolation of developments in the Pacific region as a whole. In-

deed, it is in the context of development in the Pacific that ASEAN's economic

challenges become clearly visible.

The quite remarkable economic performance of the ASEAN countries

during the 1970s up to the early 1980s has a great deal to do with the dynamic

development in the Pacific region. The relevant question, thus, to be raised is

that on the sources and mechanism of growth which were commonly shared by

the countries in the Pacific and whether those factors are likely to be present in

the future.

Of the various factors accounting for growth performance in the Pacific

region during the 1960s and the 1970s, one factor stands out, namely Japan's

role as a growth stimulant. The impact of Japan's growth on the Pacific

economies was felt through the growth of its demand for minerals and food-

stuffs and labour intensive manufactures as well as through the flows of

capital and technology which were generated throughout the region.

As explained by Shinohara, Japan's rapid economic growth had func-

tioned as a "growth pole" for the Pacific region in two ways. One was the

"demand side" multiplier effect as manifested in increased exports (to Japan)

from other Pacific countries. The other was the role as a "supply base for

capital goods" in the region as the increased exports receipts led to a rapid

growth of capital goods imports, which in turn was supplied by Japan. ^

'See Miyohei Shinohara, "Trends of the Asia-Pacific Economies, 1960-2000," in The

Economies of the Asia-Pacific Region - Present and Future (Tokyo: The Asian Club, December

1983).
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However, the later part of the period examined appears to suggest the in-

creasing role of the East Asian NICs and the ASEAN countries as the moving

force that contributed to Japan's rapid growth. The export-oriented strategy

of the East Asia NICs and the ASEAN countries has generated active expan-

sion of demand for Japan's intermediate and capital goods. Furthermore, it

was mainly the US - rather than Japan - which made those export-oriented

growth successful. This was not merely due to the larger size of the US market

but also because of its relative openness compared to that of Japan.

Two important conclusions can be drawn from the above brief discussion.

The first is that the Pacific region in the future may see the development of a

multipolar structure of some kind rather than the monopolar one centering on

Japan. Such a structure, however, can be realised only if both the ASEAN
countries and East Asian NICs are able to continuously move up the ladder of

development, resulting in an all-region "NIC-dom," composed entirely of

newly industrialising countries.

The second, as suggested by Krause, is that Japan's rapid growth in the

past has demonstrated that the catch-up process could work and that "several

countries began to follow the Japanese model which created high growth ex-

pectations throughout the region."^

How then are the prospects today for this catching-up by the developing

part of the region? Okita has given a rather optimistic assessment on this

regard because the division of labour in the Pacific region was thought to

follow the so-called "flying geese" pattern of development.^ He argued that

this dynamic pattern of development differs from the two traditional types of

international division of labour: the vertical division of labour which prevailed

in the 19th century between the industrialised country and the resource-

supplying country; and, the horizontal division of labour typified by the EEC.

The dynamic pattern of development in the Pacific was thought to have

emerged as a result of the great variety in the stages of development, natural

resource endowments, as well as cultural, religious, and historical heritages in

the region.

^See Lawrence B. Krause, "World Economic Development and Implications for the Pacific,"

in Issuesfor Pacific Economic Cooperation, A Report of the Third Pacific Economic Cooperation

Conference, Bali, November 1983 (Jakarta: CSIS, March 1984), p. 16.

'^See Saburo Okita, "Prospect of the Pacific Economies," in Pacific Economic Cooperation -

Issues and Opportunities (Seoul: Korea Development Institute, June 1985).
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The 1970s saw a rapid catching-up by the East Asian NICs and the ASEAN
countries. A good example can be found in the production and export of tex-

tiles and clothing as well as iron and steel. Its implications, in terms of com-
petition and complementary which developed in the 1970s, have been examin-
ed by Yamazawa.'^ While developments over the next 15 years may not simply
be an extrapolation of the past, it may be instructive to review Yamazawa's
findings:

1. There has been an extra-regional concentration of manufactured goods
exports. North America and Western Europe have been the two largest

markets for manufactured exports from East Asian NICs and the ASEAN
countries. Japan's absorption of such products was a third of that of the US
and two thirds of that of Western Europe. Intra-NICs and NICs-ASEAN
trade expanded rapidly, but their shares still remained low, respectively,

of total East Asian NICs manufactured exports. Intra-ASEAN trade in

manufactured goods was heavily concentrated in Singapore, and total intra-

ASEAN trade expanded only slowly.

2. The catching-up of East Asian NICs and the ASEAN countries with Japan
initially occured in the export markets of the US and Western Europe and
not in the Japanese market. This competition was most visible in the tex-

tiles and clothing sectors. Competition in the Japanese market had started

towards the end of the 1970s. Japanese imports of manufactures from those

countries were still small in absolute amounts, except textiles and clothing,

but their rates if growth tended to increase.

3. Apart from the above competition there existed a strong complementary

supply of intermediate or investment goods from Japan to the East Asian

NICs and the ASEAN countries. However, the complementarity was one

sided. ^ Similar competition and complementarity emerged more recently

between the East Asian NICs and the ASEAN countries with the catching-

up by the latter with the former group of countries in light manufacturing.

Four issues of pohcy relevance emerged from the above examination. The

first regards the prospects of rectifying the one-sided complementarity, which

has emerged in the so-called process of "roUing adjustment." As stated by

Yamazawa, this was not an easy proportion because Japanese firms tend to

''ippei Yamazawa, "Trade in Manufactured Goods and Industrial Adjusment," in The

Economies of the Asia-Pacific Region - Present and Future (Tokyo: The Asian Club, December

1983).

'This means, for example, that the manufacturing output of Indonesia induced by an addi-

tional unit of Japan's manufacturing output is much lower than the manufacturing outpul of

Japan induced by an additional unit of Indonesia's manufacturing output.
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procure parts and intermediate inputs within Japan itself. This situation ap-

pears to be changing now as a result of the appreciation of the Yen.

The second issue relates to technological advances in Japan which result in

a revitalisation of the competitiveness of import-competing production in

Japan in a number of (otherwise) sunset industries, such as textiles.^

The third issue relates to the problem of penalising countries that have

"graduated" successfully, which ~ implicitly or explicitly ~ can be found in

many policies in the advanced countries. In the field of trade policy, for exam-

ple, one finds the use of safeguard measures, justified on the basis of "market

disruption," which essentially is an attempt to hinder shifts in comparative ad-

vantage to run their course.

The fourth issue relates to changes affecting the movements in the Pacific

region of three main factors of production, namely capital, technology, and

labour, which will have a big influence on regional production and trade pat-

terns in the future. Recent changes are indeed not favourable to the process of

catching-up by the developing countries in the region. The movement of

capital, for example, has been growing so much faster among the industrial

countries than from the industrial world to the developing world.

AREAS FOR CO-OPERATION

The main task for the ASEAN countries, both in the short-term and in the

longer-term, is to bring their economies back to and to maintain a sustained

growth path. Broadly speaking, with a sustained per capita GNP growth of
about 4 per cent per annum, by the year 2000 the ASEAN countries would
have arrived at a NIC or near-NIC status, and an all-region "NIC-dom"
would have emerged in the Pacific region. The question is how to get there

from here.

The immediate question that follows is on the availability of resources. It is

likely that such a sustained growth path would require an annual increase of
gross domestic investment at a rate of 8 to 12 per cent. As shown in Table 5,

this should not be beyond the reach of the ASEAN countries in view of their

experience in the 1965-1980 period. However, what was realised during the

^or example, see Ryokichi Hirono, "Japan's Industrial Restructuring and Policies on the
North-South Relations," in Japan and Indonesia in a Changing Environment (Jakarta- CSIS
1981).
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1980-1985 period suggested that attainment of such rates of investment cannot
be taken for granted. Current changes in the realm of international capital

movements have added frustration, especially to the developing countries.

The decade of the 1970s saw a more than fifteen-fold increase in net flows
of long-term capital, including foreign direct investment, into the developing

countries in the Pacific region. No doubt, this development has greatly con-

tributed to their remarkable growth performance. The last few years saw
changes in the direction of capital movements and changes in the mix of capital.

Table 5

ASEAN (5): GROSS DOMESTIC INVESTMENT, 1965-1980 AND 1980-1985

(Per Cent Per Annum)

Source: World Bank, World Development Report 1987.

The effects of such changes differ from one ASEAN country to another. In

general, however, the ASEAN countries have experienced a hardening in the

terms of borrowing. Another disturbing development was the implications for

debt management of an increased portion of loans with variable interest rates

(Table 6). During the period 1970-1985, the terms of borrowing by Indonesia

hardened considerably, much more so than experienced by the other ASEAN
countries. However, in Malaysia's case, despite moderate hardening in the

terms of borrowing, by 1985 more than half of its public loans had a variable

interest rate. In the case of Indonesia it was slightly above 20 per cent.

At the end of 1985, total external debt of the ASEAN (5) countries already

surpassed US$100 billion, amounting to about US$120 billion. This makes

debt management a precarious task. The emergence of debt management pro-

blems, which may or may not lead to debt servicing problems, was clearly in-

dicated by the dramatic increases in debt-service ratios, surpassing the 20 per

cent mark in all ASEAN countries, except Singapore.
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Table 6

ASEAN (5): TERMS OF BORROWING

Av. Interest Rate Av. Maturity ^ ' % of Loans

(%) (yrs) with Variable

^^^^ Interest Rates

1970 1985 1970 1985 1970 1985 1970 1985

Indonesia 2.6 8.1 34 16 9 6 0.0 21.7

Malaysia 6.1 8.5 19 22 5 17 0.0 54.3

Philippines 7.4 9.1 11 11 2 4 0.9 35.2

Singapore 6.9 10.1 18 10 4 5 0.0 21.9

Thailand 6.8 8.4 19 18 4 10 0.0 32.6

Source: World Bank, fVorld Development Report 1987.

Table 7

ASEAN (5): CUMULATIVE NET EXTERNAL FINANCING FLOWS, 1980-1985

(Biilion Dollars)

Current

Account

Non-

debt

IMF Mult.

ODA
Bii.

ODA
Banks

Other

Private

Resident

Lending

Errors

&
Omissions

Reserve

Change'

Indonesia -16.2 2.2 0.1 3.7 6.7 7.8 1.4 -0.7 -3.8 -1.1

Malaysia -12.4 5.0 0.2 0.5 2.9 9.5 2.0 -1.7 -4.6 -1.3

Philippines -12.4 1.4 0.6 2.4 2.3 8.0 1.0 -1.6 -3.0 1.3

Singapore -5.8 7.9 0 0 0.5 10.2 0.5 -9.9 3.3 -6.7

Thailand -12.9 2.2 0.9 2.2 1.9 4.8 1.1 -1.2 1.5 -0.5

"Minus means increase in reserves.

As shown in Table 7, during the 1980-1985 period there was a cumulative

net inflow of about US$90 billion into the ASEAN countries. Of that amount,
about US$60 billion was used to finance current account deficits; the re-

maining was used to augment reserves positions, and about US$15 billion was
in the form of lending to foreign lending. In both of the latter cases,

Singapore's position dominates over the other ASEAN countries.

Of the US$90 billion of net inflows,' about US$40 billion, or 44 per cent,

was in the form of bank loans, US$23 billion, or 26 per cent, in the form of
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ODA (multilateral and bilateral), and only 21 per cent (US$19 billion), was in

the form of non-debt creating flows, consisting mainly of foreign direct invest-

ment although portfolio investment was also significant in the case of
Malaysia and Singapore.

It is not very likely that the structure of financial flows exhibited in the

1980-1985 period can be sustained and that it is desirable to do so. The heavy
reliance on borrowing from international banks cannot be maintained for

reasons related to supply conditions as well as conditions in the borrowing

countries. It is also not immediately clear whether ODA (Official Development

Assistance) of the amounts required would be forthcoming. The question then

is on the prospects of foreign direct investment flows.

Given the debt management problems faced by many of the ASEAN coun-

tries, an increase of non-debt creating flows ~ i.e. foreign direct investment ~

is a desirable policy objective. Indeed, over the past few years all ASEAN
countries have continuously reviewed and improved their foreign investment

climate and regulations. However, if reliance on bank loans is to be reduced to

around 20 per cent of total contracted long-term capital, the near future must

see a doubling or even tripling of direct investment inflows into the ASEAN
region. Such magnitudes cannot easily be realised. However, in addition to

measures taken in the various ASEAN countries, recent steps to improving the

AIJV could make the region as a whole a much more attractive place for in-

vestment. From an ASEAN point of view, this is definitely an area for co-

operation, especially with the more advanced economies in the Pacific region.

Policies on foreign direct investment definitely have some important

bearing on the flows of technology to 4he region as well. An examination of

technology transfer in the Pacific region suggests that such transfer has been

growing rapidly as indicated also by the growth of payments of technology

contracts and the trade of capital goods, in addition to the role played by

foreign direct investment.^ The dollar amounts involved may not be indicative

of the order of importance of the various channels for technology transfer.

Roughly speaking, however in the early 1980s, imports of capital goods by the

ASEAN countries amounted to about US$10 billion per annum. Foreign direct

investment was in the order of US$3 billion per annum, whereas payments for

technology services amounted to no more than US$0.5 billion.**

'See, "Report of the Task Force on Technology Transfer" in Issuesfor Pacific Economic Co-

operation, rcfered to earlier.

'Mingsarn Santikarn Kaosa-ard, "Technology Transfer within the Pacific Asian Region,"

draft.
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Whichever mode of transfer is considered most effective, ultimately the

transfer of technology should be seen as a part of the process of human

resource development of the recipient countries. Human resource development

is definitely another important area for co-operation in the Pacific region,

which is of special interest to the ASEAN countries.

The Pacific region has relative abundance of human resources. Including

China, the region is expected to experience an increase in population of close

to 0.5 billion in the next 15 years. Much of the increase in population will be in

the developing countries. Seen from a regional perspective, the concern here is

with the prevailing gap in the quality of human resources between the develop-

ing and the developed countries in the Pacific region.

Thus, while in the short-term the preoccupation of the ASEAN countries is

to bring back their economies on a growth path, the task for the longer-term is

to sustain such growth. The mobilisation of capital ~ both domestically and

from abroad, the effective transfer and adaptation of technology, as well as

the augmentation of the quality of human resources appear to be the impor-

tant factors to sustaining growth. These areas offer opportunities for co-

operation by the Pacific countries. After all, an ASEAN region which becomes
a growth centre is definitely in the interest of the Pacific region as a whole.



The Private and State

Enterprise Sectors in Indonesia

Mohammad SADLI

THE COLONIAL LEGACY

The composition of the private sector and the problems today still reflect

the legacy of the Dutch colonial system/Before World War II the modern sec-

tor was dominated by Dutch companies, with a number of medium scale

Chinese companies on the ascendancy. Dutch companies were engaged in

plantation, mining, international trade, banking, shipping, manufacturing,

construction, etc. After World War I many Chinese companies, diversifying

out of trade, entered the medium scale manufacturing of consumer goods;

their plants are often located in provincial towns in Java. Some Chinese

business houses, however, also ventured in plantation, such as for sugar, tea

and coffee.

The native Indonesians living in rural areas in those days occupied the

traditional sector of subsistence and smallholders agriculture, petty trade,

local transportation, handicraft, etc. In increasing numbers, as population

growth staggered, also available land per farmer were shrinking, especially in

Java, village people became plantation labourers, construction workers, paid

agricultural hands, or found other non-farm employment.

In the cities, members of the Indonesian elite and educated class started

working in the colonial administration. Modern education was not widely

available for them as yet and therefore government job opportunities were still

Paper presented at the Indonesia-Turkey Seminar, Istanbul, October 12-17, 1987, sponsored

by SISAV and CSIS. Former Minister of Mines, Prof. Dr. Mohammad Sadli of the Faculty of

Economics, University of Indonesia, is currently Head of the Institute of Economic Research and

Development of the Indonesian Chamber of Commerce, and lecturing.
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inadequate. Most of such employment, however, was limited to clerical duties

and mid-level functions.

Although many Indonesians occupied middle level positions in the colonial

administration, they were not in the position to play a significant role in the

modern sector. When World War II broke out there were only - some hun-

dreds of university trained medical doctors, lawyers and engineers, who could

easily be absorbed in government services. There were virtually no trained

economists and managers, and the private sector was not even attractive for

employment of such people. Before the outbreak of World War II there were a

handful of indigenous Indonesians who did well in textile and commodity

trade, and subsequently went into manufacturing, but their companies did not

attract educated Indonesians.

The swelling urban population below the elites, many with some primary

education from Moslem Schools, drifted into trade, home industry and handi-

craft, such as textile weaving and batik processing, and became the nucleus of

a nascent native indigenous middle class. They became the "underdogs" in the

colonial commercial hierarchy, below the Chinese merchant class. That is why
they were inclined to organise themselves in socio-economic associations and

took part in the nationalist (i.e., emancipation) and later the independence

povements. Such associations were often based on Islam as a binding force.

They were the first challengers of the Chinese hegemony in trade.

The Chinese, representing some two to three per cent of the population,

became the middlemen in the economy, linking the modern Dutch controlled

economy with the traditional sector. The Chinese migrated into the Dutch East

Indies in the nineteen century, where they for a part became employed as

coolie labour in (tin) mines for another part became traders and middlemen.
The Dutch colonial policy appeared to welcome these migrants because of the

need to have an alien, but non-western, middle class between the Dutch and
the indigenous population. The Dutch, in their efforts to subdue the native

sultanates, also tried to curb the native ocean-going mercantile fleet.

The Dutch were never quite laissez faire in the administration of their col-

onies. The East Indies became an exclusive trading area of the VOC, the

private Dutch trading company with a monopoly position. Only at a later stage

the Dutch government took over the administration of the territory from this

company. That is probably one reason as to why the inclination for govern-
ment intervention and control continued.

Apart from private interests in mining, plantation and trade, the colonial
government over the years invested in a number of state enterprises, usually in
the field of public utilities such like electricity generation and distribution,
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railways, postal and telegraph services, the Java Bank as the bank of issue and
the rural credit bank, inter-island sea transportation, participation in mining
and petroleum exploration, etc. Some educated Indonesians mostly held sub-

managerial positions in such enterprises.

THE JAPANESE OCCUPATION

The Japanese occupation during World War II left a great number of

vacancies open of functions previously occupied by the Dutch. For the first

time it gave the Indonesians a chance to rise into administrative and mana-
gerial ranks, as the Japanese war time administrators could not fill them all.

The Japanese also administered the occupied enterprises as government con-

trolled entities as these all had to be integrated in the war mobilisation scheme.

This wartime experience was very crucial in the learning process of the In-

donesians to man the modern sector of the economy. The occupation also

meant complete nationalisation of almost all enterprises in the modern sector.

The distance between government and enterprise administration was narrow.

For the Indonesians it was not a good schooling in normal enterprise manage-

ment working for a profit in a competitive environment. However, with all

these shortcomings it laid the foundation of the public sector in the RepubUc

of Indonesia. Some of the orientations (and habits) of management and ad-

ministration in a war time situation continues to influence practices until to-

day, e.g., target orientation versus efficiency.

IDEOLOGIES OF THE INDEPENDENCE MOVEMENT

The independence movement was to a significant extent inspired by

socialist ideas as to how to construct, or reconstruct, a national economy from

a colonial past. It was extremely reform oriented, even "revolutionary" (e.g.,

the slogan: "destroy and build anew"), and as an anti-thesis of the past and

the status quo it incurred an anti-private-enterprise bias. It placed great em-

phasis on the role of the state with its political power for changing structures

and systems and therefore regards state enterprises as instruments of state

policy to reconstruct the economy and society.

In the rural and traditional sector the favoured socio-economic organisa-

tion is the co-operative. Co-operatives are not "capitalistic" as they are

associations of people rather than of capital. Decision making in co-operatives
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is on a one-man-one-vote basis, not on the strength of capital ownership, and

for this reason was regarded much more democratic. The belief in co-

operatives as one of the main pillars for the national economy is enshrined in

the 1945 Constitution of the Republic which is still upheld today. The govern-

ment always dispenses major assistance and great subsidies for the growth of

co-operatives, especially in the rural areas. There is even a minister for co-

operatives. Village co-operatives supporting the rice cultivation intensification

scheme have become very important, but critics will say that they have become

extensions of the government controlled extension service, with too much in-

tervention from the top and too little of free and autonomous development.

The Indonesian independence movement, however, never espoused a

policy of complete nationalisation or socialisation. It favoured a "mixed

economy" but with strong government control and with planning. Therefore

the regime had a preference for the public sector, where companies function as

"agents of development" and are the "instruments of the state" in the execu-

tion of developmental policies.

Private enterprise had its place in such a system because, first of all, in its

social philosophy the independence movement did not want to have a complete

break with the past (although it professed the objective aimed at liquidating

"the vestiges of colonialism and capitalism"), secondly, because it realised

that there will be a deficiency of capital investment if the modern private sector

is to be excluded. The emphasis in the doctrine is not so much on "socialism"

as it is on "planning."

THE FIRST PERIOD OF INDEPENDENCE

Because of these ideological inclinations the development of the private

sector economy did not progress well in the first period of independence from

1945 through 1966, that is, the period of President Soekarno. This era was

marked by acts of nationalisation or control over foreign, mostly Dutch,

enterprises by the government. These actions were seen as a necessary part of

the decolonisation process. Since the Indonesian elite had no great vested in-

terest in the modern private enterprise sector, this policy of nationalisation did

not encounter resistance. As a matter of fact, from the occupation period the

interest of this elite had been linked with the state run enterprises.

It is relevant and convenient to distinguish the important elements of the

private sector. They are: the Chinese enterprises, the foreign enterprises and
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those owned by indigenous Indonesians. Why are such distinctions along
racial lines significant or important? Because in a post-colonial country like

Indonesia "political economy" (i.e., institutional economics related to the

power structure) is still very important.

The newly independent country has not finished its social transformation
and its "nation-building" process. The socio-economic "status quo" is not a
stable situation and there is constant political pressure from the part of the

holders of the political power to change it. The objective is to build a "na-
tional economy" as an anti-thesis of the status quo during the colonial period.

Thfe latter is portrayed as a situation where western enterprises are on top of

the political pyramid, followed by the Chinese (or then called "alien orien-

tals") and where the (indigenous) Indonesians were only occupying the bottom
position. The socio-political objective is now to elevate the weak majority at

the bottom using state power as protector and facilitator. Before a genuine in-

digenous modern private sector can develop, the public sector becomes the

spearhead and bulwark of the emancipation process. Differences in citizen-

ship, culture and religion accentuate the division between the categories. In-

donesia's policy vis-^-vis the modern sector is always strongly "nationalistic"

and reform oriented. Economic nationalism has always been a strong force

since independence, even also during the present period of the "New Order,"

which prides itself of being pragmatic.

During the first period of independence the private sector did not develop

much and political development was at the root of the cause. The Indonesians

proclaimed their independence in 1945, immediately after the end of World

War II. The period until the end of 1949, however, was occupied by a revolu-

tionary struggle with the Dutch who tried to re-establish their power; during

this time the country was even divided in a "republican" territory and an "oc-

cupied" part. Hence there was no peaceful development.

The early fifties was a short period of relative peace, reconstruction and an

effort of co-existence with the former colonial master. The Korean War boom
brought even a short spell of prosperity. Since 1957 this peaceful period also

came to an end as a political dispute with the Dutch over the status of West

Irian (western New Guinea) which culminated in a virtual nationalisation of all

Dutch enterprises.

The development of domestic politics, heavily influenced by a western Euro-

pean style multiparty system, did not produce political and administrative

stability. Attitudes towards foreign investments and foreign enterprises were
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not favourable, if not suspicious, and the attitudes towards Chinese enter-

prises were ambivalent at best. On the other hand state enterprises could barely

managed to keep their heads above water while the indigenous private enter-

prises were just emerging as a resuU of hothouse protection.

A landmark policy of the early fifties was the "Benteng (fortress) policy"

of Minister of Trade Isqak, which distributed import licenses to some five

thousand indigenous Indonesian traders and importers, many of them were

newborn "briefcase" entrepreneurs. Many of these new entrepreneurs,

because they had no capital and experience, sold off their licenses to the more

experienced Chinese traders. Only a handful of these Benteng importers

survived today, but such policies of trying to pressure cook indigenous Indone-

sian entrepreneurial development is typical of the efforts of "economic na-

tionalism," and even today such incUnations still exist.

The period until 1966 (when the so-called New Order government took

over) was characterised by political instability and low economic growth,

without new foreign direct investments, with high inflation and stagnant ex-

ports.

Around 1963 there was again a political confrontation with the West, i.e.,

the British and the Americans, and after that there was a pronounced political

overture to the left. The economy suffered some more under such circum-

stances. Not much positives could be reported as to the development of the

private sector in such a period. The foreign private sector was virtually na-

tionalised; the Chinese private sector did probably reasonably well in surviving

but could neither grow nor flourish. The economy was very much state con-

trolled; price control and foreign exchange controls were extensive. Only

smugglers and those who could obtain import licenses made good money.

The indigenous private sector could also not develop in an orderly way. On

the other hand, under such circumstances of economic deprivatiort and scarci-

ty the "informal sector" survived and in a way even flourished. Many govern-

ment employees and their wives tried to make ends meet with buying and sell-

ing used articles in a gray market. What is important of this phenomenon is

that it gave to those normally non-trading classes an experience, and after a

while a taste, in commerce. During World War occupation time and these dif-

ficult times of early independence a number of upper class morals and habits

of not dirtying their hands with trade broke down and paved the way for the

emergence of a commercially inclined attitude among the elites.

A frequent phenomenon in a newly independent developing country is that



210 THE INDONESIAN QUARTERLY, XVI/2

the ruling elites have not come from a commercial or industrial class; as a mat-
ter of fact they often are not friendly to the latter. When such elites make
policies they will earnestly try to further the national interest, but such policies
may not give the right incentives for the business class to perform. Such
policies often have "sociahst" orientations (e.g., more oriented towards the
interest of agriculture workers and industrial labourers rather than employers,
more oriented towards redistributional goals rather than growth), but if the
most important part of the economy is still basically private enterprise, in-

cluding the farmers, then such policies will not readily produce steady
economic growth. Perhaps the government, in a mixed economy, should also

come (at least partly) from the business class, or should at least have ties with
the business class to be able to understand their problems.

THE NEW ORDER PERIOD

It is only during the present era of the so-called New Order government of
President Soeharto that much of the stigma of private enterprise is being

removed. Nevertheless, one must recognise that old teachings and prejudices

die hard.

The prevailing political stance for the part twenty years had been

"pragmatism," which is a policy blend of still respecting old ideological com-
mitments embedded in the 1945 Constitution and trying to accommodate these

with the requirernents of the growth of the economy under present day circum-

stances. The 1945 Constitution in Article 33, for instance, contained the man-
date that "branches of production important for the State and of dominating

interest to the livelihood of the masses of the people have to be controlled by

the State." Such were the convictions of the founding fathers of the republic,

many of them were steeped in the socialist traditions of western Europe before

World War II.

On the other hand, the new government that replaced the old regime in

1966 recognised that the country was heavily capital deficient and that it also

needed new technologies to develop the economy. The new government over-

came the old prejudices against foreign investments and enacted a tew to at-

tract and to give guarantees to incoming foreign investments. This law. (1967)

was soon followed by another law extending the same incentives to domestic

investments, i.e., Rupiah based investments by domestic private enterprises.

Because many of the strong domestic private enterprises were Chinese con-

trolled, it meant that the new government wanted to extend its pragmatic ap-



PRIVATE AND STATE ENTERPRISE SECTORS 211

proach to this part of the business community, the growth of which had never

been free from domestic socio-poUtical controversy.

Although most Chinese are Indonesian citizens and have long been rooted

in the country, nevertheless because of the colonial history the Chinese were

regarded as somewhat alien by the indigenous Indonesians, and often became

the subject of discrimination. The prejudice was that the Chinese have their

loyalties outside the country and that they are part of a wider network of over-

seas Chinese, such that their assets will leave the country in case there is an

urgent economic or political reason.

However, the New Order government, recognising that the domestic

Chinese are part of the "national assets," deemed it opportune to utilise their

capital and capabilities to develop the national economy rather than to leave

them apart. If foreign investments are being encouraged, which will produce a

strong foreign presence in the national economy, it does not make good sense

to hamstring the potential strength of one important segment of the domestic

private sector. Domestic Chinese, because of their roots in the country, will at

least be inclined to stay (in the country), in comparison to the foreign investors

who, according to the law, only hold temporary rights.

A prudent government, however, will still respect the strong historic

predilections and steer a balanced course. That is why the new government did

not abandon the old preference for a strong public sector. Such a sector can be

appreciated as being p^rt of the "indigenous or national" sector, especially

when there is no strong indigenous private sector as yet. Hence, fueled by the

revenues from the oil boom this public sector also grew much during the pre-

sent regime. Apart from the traditional public utilities sector it also includes

heavy industries such as steel and shipbuilding, and chemical industries such as

cement, paper, fertilisers, and petroleum refining.

The modern enterprises sector in Indonesia today consists of three major

elements, i.e., the public sector, the foreign sector and the domestic private

sector. There are little statistical measurements for their relative strength, and

from visual observation it is hard to tell even how the ranking order is. In

banking the public sector is very dominant (75 per cent in terms of assets), also

in petro-chemicals, and in plantations. In downstream manufacturing in-

dustries private interests have the overhand, also in trade. There is a lot of in-

teractions and inter-relations between these three sectors, e.g., in joint ven-

tures, but their distinct politico-economic roles should be kept in mind. They

are not equals but they are meant to complement each other.
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CHINESE AND INDIGENOUS ENTREPRENEURS

Within the domestic private sector a relevant distinction could be made be-
tween the so-called "strong" and "weak" economic sectors. "Strong" and
"weak" are political euphemisms for identifying the Chinese and the in-
digenous Indonesian entrepreneurs without sensitive racial connotations. The
Indonesian government is in terms of formal policy always non-racial in orien-
tation because such is one of the tenets of the independence movement, but it

nevertheless has to contend with strong underlying sensitivities. The in-
digenous Indonesian entrepreneurs are mostly in the weak category, while
many of the foreign and Chinese enterprises are assumed to belong' to the
strong category. This number game is a subjective matter, because no good
statistics exist. However, the larg(er) foreign and Chinese enterprises have
greater visibility, especially in big cities.

For the sake of long-term social and political stability it is important that
the gap between the weak and the strong economic groups be bridged and their
disparities alleviated. There is a government programme to assist the growth of
these small and weak enterprises by giving them preferential access to govern-
ment credits and government contracts. State banks are running a small
business credit programme with subsidised interest rates and small government
contracts are reserved for the same category.

To foster linkages and interrelations between the social categories of enter-

prises, including foreign, several policies are being promoted. Incoming
foreign investments are required to associate themselves with domestic part-
ners in joint ventures, where the local party has to have a 20 per cent share at

the start. In ten years the domestic share should be given the opportunity to
grow to 51 per cent. In practice, however, this rule is for practical reasons not
enforced.

Since 1974 state banks can only lend long-term (investment) credits to

domestic companies which have an "indigenous majority," meaning that such
domestic companies have to be owned by indigenous Indonesians at least for

51 per cent, or when majority share ownership is held by non-indigenous

(meaning Chinese) Indonesian citizens, the majority of director and commis-
sioners should be indigenous Indonesians. Commissioners arc members of the

supervisory board.

This policy was instituted in 1974 after the large scale students' demonstra-
tions during the visit of the Japanese Prime Minister, Mr, Tanaka, to ASEAN
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capitals and which shook the government. These popular feelings were pro-

bably as much directed to the government and underscored the concern of the

students and other population groups of perceived rising inequities as a result

of liberal and open door policies during the execution of the first Five Year

Plan (Repelita I). The requirement that foreign investors have to have an In-

donesian partner from the start and that the latter equity share should rise

after ten years to at least 51 per cent also comes from the same motivational

source.

Official policy and practice, however, are not always congruent. In prac-

tice the requirement that only so-called indigenous companies have access to

investment loans from government banks is met only in nominal sense, giving

rise to so-called Ali-Baba companies where indigenous Indonesian parties (i.e.,

the Alis) fulfill the majority requirements but in reality the original owners

(i.e., the Chinese Babas) still control the operations. The state banks, cogni-

zant of such facts, tacitly condone the arrangements because otherwise too few

indigenous companies will be able to meet the minimum own capital re-

quirements. For the government, these nominal accommodations are also suffi-

cient for the time being, because one cannot force the development of certain

preferred conditions. If a start can be made of social or business integration

between the different categories, that would be enough.

How did the Chinese and the indigenous Indonesian businessmen and
entrepreneurs fare under the preference scheme or discrimination? Again,
hard statistical facts are unavailable, but the popular perception is that both
categories were doing well, that is, when the economy still went strong, up un-

til 1982. Preference schemes for the so-called underprivileged are economically

more tolerable in good times.

From the Indonesian side the supply of entrepreneurs was also growing
fast. Such was a reflection of swelling.numbers of graduates from secondary
and tertiary educational institutions. Education was much improved during
the last fifteen years. If before the government was the. most preferred place of
first employment, that changed during the seventies. For one thing, the

government could not absorb too many new employees any more, while

government pay scales were never high. For another thing, the private sector
was given more appreciation and encouragement by the government, and
especially the preference schemes were attractive for young educated Indone-
sians to enter business. Staff salaries are also much more attractive in the
private sector, especially when times are good.
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The negative side of the preference schemes, however, was that the starting

young entrepreneurs did not have to work and fight hard for their survival and
growth, and this experience did not steel them to face the harder times since the

recession of 1982. But even under adverse economic circumstances, there is

still considerable government projects and procurements, mcluding those of
state owned companies, so that there is still a comfortable niche for some of
them. In general, however, business conditions have become much more com-
petitive since the recession of 1982 and fat profit margins have become largely

a thing of the past. Hence growth, if not survival, becomes harder for these up
and coming entrepreneurs.

The Chinese entrepreneurs have been able to hold their position and most
probably even strengthen, because of superior business acumen, much longer

experience and the advantage of their extensive national and international net-

work. They also have learned to accommodate and co-operate with indigenous

entrepreneurs when government business is at stake. The latter need them for

their capital and experience and so a symbiotic relationship is shaping up,

especially among the younger generation because they have shared the same
national educational experience. Many of the old Chinese business people were

educated in Chinese schools or were first generation migrants. Since the last

twenty years there are only national schools in Indonesia. Young returning

graduates from overseas universities, from both races, have a greater affinity

to work together since they "talk in the same language."

THE FOREIGN BUSINESS SECTOR

After a virtual absence between 1957 and 1967 foreign enterprise came

back as part of the policy of the New Order government. They came under the

Contract of Work and Production Sharing contracts in the oil industry and

under the foreign investment law in industry and other sectors.

The oil industry has always followed its own regime. On the one hand ef-

fective tax rates are much higher than in other sectors, but on the other hand

they have (or had) more freedom and privileges. During the time of President

Soekarno they were operating under a "let alone" arrangement, especially

with respect to foreign exchange transactions and other operational freedoms.

Such liberties were a recognition of the industry's importance for the national

economy. The rest of the economy was virtually nationalised or socialised.

During the past twenty years of the New Order regime these foreign oil
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companies in oil and gas virtually dominated national production, although

they all had to respect Pertamina, the national oil company, as their landlord.

The Production Sharing companies are nominally sub-contractors of Per-

tamina, but operate under sufficient degree of freedom, fifteen years ago even

much more so than now. Under the terms of the Production Sharing contract

"the management of the operation is in the hands of Pertamina." The inter-

pretation, however, in the past was liberal, and these sub-contractors had only

to submit their annual budgets and work programmes to Pertamina for ap-

proval. For the rest they were free. During the last five years or so there have

been greater pressures for greater local content and greater use of local ser-

vices, but the foreign management still have a large degree of autonomy. The

government's present interest is to gradually stimulate the growth of local

sources of inputs and the growth of local companies serving the oil industries.

The presence of foreign (investment) enterprises in industry, mining,

forestry, banking, and other sectors is significant. If the leverage of the inter-

national companies and companies registered as domestic investments is also

taken into account than the overall influence of international business in In-

donesia is very important. Many domestic companies are supported by their

international partners for their overall capital requirements, for their techno-

logy, technical manpower, etc. The automotive, heavy equipment, electronics

and electrical appliances industries, for instance, can be said to be dominated

by the Japanese industry. Indonesia is for Japan a very important target coun-

try for their overseas investments, number two only after the United States,

with some US$7 billion of investments at stake. The Americans, on the other

hand, have some US$4 bilhon invested, mostly in oil and gas. Apart from

Europeans, Canadians and Australians, there is also an emerging entry of

Asian foreign investments, such as from South Korea, Hong Kong, Singapore,

Taiwan and India. Often, as with Taiwan, Hong Kong and Singapore, their in-

vestments are indirect through local Chinese partners.

These foreign enterprises, as they operate under a foreign investment law

and are involved in direct investments, are subject to several restrictions.

Foreign investment companies, and foreign banks, do not enjoy full national

treatment. For instance, they are not permitted to establish their own
marketing network as subsidiaries, but have to operate through local com-
panies.

The underlying idea is that foreign capital and know-how should be com-
plementary and assist the growth of national enterprises and not so much com-
pete with the latter. As a matter of fact, the popular philosophy is that the
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growth of national enterprise is to be protected from outside competition. In-
donesia, as a latecomer in industrialisation and having a large -- albeit often
still a potential -- domestic market, is very protectionistic in outlook, and
regards its domestic market as its major asset for industrialisation. Effective
protection against imports, both in terms of tariffs and non-tariff barriers, is

often high. Foreign enterprise working within the country is regarded a
necessary element to complement and assist national capabilities, but they also
should not compete under the same terms with national enterprises.

In reality, however, these restrictions are not severe. They involve, as said

before, the restriction in distribution, no access to government banks for

(often subsidised) investment credits, expansion only if national enterprises

cannot fill the shortage, while their license is only limited to 30 years (although

extendible). On the other hand, they have a legal guarantee for repatriation of
profits and capital, and they are by law protected against nationalisation.

Foreign enterprises once operating in the country enjoy also the protection

regime. As a matter of fact; that was the great incentive for the entry of so

many import substitution industries. One can say that these foreign enterprises

inside the country share the same protectionistic inclinations.

Most of these foreign investment industries, working mainly for the

domestic market, similarly contribute to a high cost economy. The scale of the

plants were geared towards the size of: the domestic market. Often the

technology is not the most advanced or the most efficient one for local condi-

tions. The capital cost of the equipment and auxiliary facilities is often

significantly higher per unit of capacity than in their home country, while the

cost of raw materials and technology is often subject to transfer pricing. The

high protection and the still unfulfilled domestic market made all stuffing of

the cost possible.

A symbiotic relationship grew between international companies and their

domestic partners who were mostly Chinese during most of the last twenty

years. Because foreign companies could not engage in distribution, and

because this network has been mostly in Chinese hands, the Chinese partners

in (mostly Japanese) joint venture companies received handsome distribution

profits, which became their major vehicle for capital accumulation and for

strengthening of their position in the following stages. Because of the ravages

of the national economy at the end of the Soekarno period, even the Chinese

probably had little capital left. Compared with the country's exports twenty

years ago which hardly reached a quarter of a billion dollar, presently it is ex-
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ceeding fifteen billion dollars. For developing countries, foreign trade (the best

reflection of the modern sector) has always been the major source of capital

accumulation. It should be mentioned, however, that for an OPEC country

government contracts and procurements became very important sources for

profit and capital formation also.

COMPETITION AND THE ROLE OF GOVERNMENT

It is hard to pronounce an unambiguous judgment whether or not effective

competition prevails in the Indonesian economy. The best answer is yes and

no, depending on time and place.

Indonesia is a typical developing country trying to industrialise in a hurry.

The prevailing beliefs or doctrines are not against monopoly, unless this

is "to the detriment of the interest of the people," but who is to judge about

the latter? The role of the government in guiding and promoting economic

development, directly through policies and indirectly through the public sec-

tor, is great and that is another part of the reigning doctrine. In a developing

country with still limited markets, economies of scale will tend to produce

monopolies or oligopolies which in turn entice the government to step in to

regulate and safeguard the market.

Protection against competition from imports is high. During the first

period of the New Order government that was done mostly by tariffs. Import

quotas were non-existent and complete import bans exceptional.

Over time non-tariff measures crept in. The government felt restricted by

GATT agreements to impose too high import duties, except for luxurious con-

sumption goods. When industries move from downstream to midstream and

upstream, each of them demands tariff protection and the results are a

cascading structure with very high nominal tariff rates at the downstream end.

Too high tariffs for consumer goods, on the other end, encourage smug-

gling. For archipelagoes like Indonesia, situated near a freeport like Singapore,

smuggling under different names are an open invitation and a favourite

pastime for shady entrepreneurs. Smuggling can take the form of outright

physical entry through improperly i policed routes between the small islands

(Singapore is but a stonethrow away from the nearest Indonesian island).

"Smuggling" is even carried out in the form of passengers' goods between
Singapore and Indonesian ports of entry. Then there is a favourite type of
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smuggling through under-invoicing and declaring the goods under low(er)
rates entries, which is called statistical smuggling. Jn one way, such smuggling
is probably a blessing in disguise because it provides the consuming public a
protection against too high prices. On the other hand, statistical smuggling for

intermediate goods, parts, components, etc., produces unfair competition for

manufacturing companies that could not resort to such means. The large

foreign investment companies are at a handicap because they could not afford
such practices.

Because of this competition from smuggling import control through com-
plete bans became an accepted policy. For quite some time the importation of
completely build-up passenger cars, television sets and radios has been pro-

hibited, and the list has a tendency to expand and includes fruits now, per-

fumeries, soirits, etc. The argument in favour of a complete ban and import
quotas is that under the latter scheme smuggled goods, once they hit the street,

cannot be acted upon because of the difficulty of proving the source. If an arti-

cle is banned then it can be confiscated if it is for sale. Such is not a foolproof

system, because banned goods mainly stemming from international passengers

ships and airplanes still can be seen in stalls in Jakarta. But at least such is only

a small quantity phenomenon.

The practice of import quotas is not widely used because of the difficulty

of defining the quantities and the importers. When quotas are practised the

government likes to control the channel by assigning the importation to a state

owned trading company which in turn could be further assigned to work with a

private consortium. This system is called approved trading system. To some
extent it is applied to control the importation of industrial raw materials, such

as steel, raw materials for plastics and tin-plates; it is not popular among the

business community because it raises costs downstream, erodes export poten-

tial, and the windfall profit benefits only the consortium while the government

is foregoing revenues from import duties. The assignment of the consortium is

also an inequitable affair for the others.

On the other hand, the motive for the government is to support the

establishment of a mid- or upstream industry. The company, or companies,

which are given the privilege to take part in the consortium, can use the profits

for capitalisation of the venture. The argument of the government is that there

is no better way to establish the needed industry because under ordinary com-

petitive conditions no investor would want to come in, also the capital re-

quirements are too high for the degree of risk. This protection solves the pro-

blem of competition and capitalisation.
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Does such example constitute an example of socialisation of a private

enterprise which becomes the chosen instrument of the state for an execution

of a project? It looks like that. But why not choose a state owned company?

And why not choose the budgetary way to subsidise the establishment of such

an industry? Such is one of the existing policy debates. But in one way it shows

the ambivalent attitude of the government vis-a-vis state and private enter-

prise. Sometimes public enterprises are preferred, at other times the choice is

for a greater role of private enterprise. Public enterprises are seen as the

backbone of the economy but the private sector is seen as much more dynamic

and entrepreneurial. It shows the eclectic inclinations of the ruling regime.

There is one kind of competition from imports which have not found

satisfactory solution as yet. Periodically, when the world demand is weak, in-

ternational suppliers tried to unload their supplies at very competitive prices,

even below costs and under their own domestic prices. Indonesia still has no

anti-dumping law. There are some practices is to collect import duties on "fair

prices," more to safeguard government revenues. Because of such occasional

"dumping" practices the domestic industry feels more secure with high import

duties, but such creates the cascading effect of duties if industry moves
backward. Another demand is for quantitative restrictions. Ultimately, all

these protection measures are popular with the existing industries and until

recently they were often pressing the Department of Industries for continua-

tion. Since the large devaluation of 1986 the protection game is changing since

many industries have developed a capability and a taste for exports.

The policy of industrialisation is still improperly integrated with the trade

policy. That is because the two camps, one favouring high protection and the

other favouring more competition, are equally strong. Since 1983, however,
the country realises that domestic industry has to assume an export capability,

and with all the sources of high costs that becomes difficult. Hence there is a
growing recognition for a more rational industrialisation policy not based on
high and permanent protection.

Competition among domestic enterprises is also often controlled by the
government. When the New Order government came into office it abolished the
extensive price controls of the old regime because it wanted to rely on the price
mechanism for the allocation of resources. Such is still the ruling policy, but
old habits die hard. One of the economic doctrines of the New Order is that it

is against "free fight competition," because the latter is too much identified
with "capitalism," which even the New Order cannot embrace. Hence the new
doctrine is "price mechanism for efficient allocation of resources without the
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excesses of competition." Excessive competition is also regarded as wasteful as
it is the result of over-investment and under-utilisation of capacity. Therefore,
the idea of capacity regulation becomes popular, and industrial licensing

becomes the natural outcome.

In reality it is difficult for the government to determine the optimal capaci-

ty in an industry because of poor statistics. There is always a cat and mouse
game with the industry and the government about this licensing of capacities.

The existing industries like protection and often register more capacity than ef-

fective just to persuade the government to early close the industry for new en-

tries. Then other companies try to persuade the government to allow expan-
sion or new entries under a variety of excuses. Some companies even undertake
expansions without government permission and foregoing the usual invest-

ment incentives (exemption of import duties for capital goods, investment

allowance, etc.). One can often observe that the competitive spirit within

private industry is often lively and that the inclination is more for expansion

rather than contraction. This is one answer to the question posed before, i.e.,

whether or not competition prevails in Indonesia? The competitive spirit is

great but everybody tries to jockey for an advantageous position and in an
regulated environment.

Indonesia also has no legislation against monopoly, oligopoly and other

restraints of trade. The attitude with respect to market power is ambiguous

and ambivalent. On the one hand it recognises that size could convey greater

efficiency, on the other one of the political doctrines condemns monopoly if it

hurts the interests of the people. This latter doctrine has not been spelled out in

implementing laws and regulation. With respect to government enterprise

monopoly, such as for public utilities and Pertamina, the national oil company
which has monopoly over the sales of fuels domestically, the public is only

recently becoming critical because of the drive against high-cost-economy.

Although in general there is no government control over prices, especially

in the private sector, nevertheless the government price regulating practice is

commonly felt. First of all with regard to the major state enterprises, especially

those of a public utility nature. Sugar is produced by state owned enterprises

and prices are controlled. The prices for fertilisers produced by public enter-

prises or otherwise imported by semi-governmental bodies are also controlled.

So are the sales of domestic fuels by Pertamina. The cement industry, regarded

as a "vital industry," is also often the subject of price control. This industry is

a virtual oligopoly but is not any more dominated by public enterprise.

Because inflationary conditions in Indonesia are endemic the public often
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demands price control by the government. The effectiveness of price control

differs from situation to situation. Whenever there is an acute shortage then a

black market develops at the retail end which the government cannot control.

Control is only practised at the point of factory. Consumer goods are not sub-

ject to price control. There is price stabilisation for rice but through market

operations done by a governmental agency.

Because of the great influence of the government in economic life, i.e., the

many regulations and the frequent policy changes, government relations

becomes very important in the life of private companies, especially for the

larger ones. In this respect, the foreign, the Chinese and the Indonesian com-

panies, all have their own handicaps and advantages. Ministers and high

government officials normally do not come from the commercial class.

Economic Ministers are not political party people but are so-called

technocrats, which means that they are often professional economists but no

businessmen. They are good at formulating macro-economic policies, even

sectorial perhaps, but usually have no empathy for the problems of com-

panies. Moreover, the general social and economic ideologies favour the small

business, the economically weak sector (meaning small indigenous ventures),

co-operatives, rather than modern or big business.

The foreign and Chinese enterprises normally have no good access to

government circles, because they do not belong to the same "political class."

However, in practice they have their own advantages. The entry of foreign in-

vestment companies has been courted by the government and they are also

large companies with professional managers. They can communicate with the

sophisticated technocrats more at par, as compared with directors of in-

digenous Indonesian companies. The Chinese managers, again especially the

professionally or better educated among them and those representing large

companies, have also greater effective communication power. The Indone-

sians convey greater political clout, but the others can communicate more ef-

fectively and professionally. Nowadays, however, the ranks of better educated

and professional Indonesian managers and directors have swollen. For govern-

ment relations large companies now often employ as directors retired high

government officials to improve access to government circles.

THE CHAMBER OF COMMERCE

Indonesia has an active Chamber of Commerce and Industry. It is a
relatively young institution still grouping for effective performance and
recognition. Membership is still voluntary and that is one of the perceived
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weaknesses of the organisation. It aspires, perhaps appropriate in the current
Indonesian social and political setting, a legal position under public law, and
under such provision all registered companies should become members and
pay dues. Such a system prevails in a number of West European countries as a
result of Napoleonic codes (e.g., in France, Netherlands, West Germany). A
non-governmental organisation encompassing all of the enterprise sector, in-

cluding state enterprises and co-operatives, and recognised by the government
as the only "partner in economic development" for this sector of the society,
will have teeth and financial strength for the execution of its functions. The
Chamber lobbied for a law to this effect. It recently received such a law but
still without compulsory membership.

The Indonesian Chamber of Commerce and Industry, called by abbrevia-
tion KADIN Indonesia, is part of the present day social, economic and
political environment. The enterprise sector does not constitute a homoge-
neous constituency. The strong elements are the state enterprises, the foreign
(investment) enterprises, the large (often Chinese) domestic business houses
and a smaller number of upcoming indigenous concerns. What should KADIN
represent? Theoretically all of them, but where should the emphasis be and
what if their particular interests are not convergent? In industrialised countries
the Chambers of Commerce also tend to represent more local and small to

medium scale companies, while the large corporations have their own associa-

tion. The latter arrangement, however, is not tolerated in Indonesia: big boys
should not overtly gang up!

KADIN consists of the national organisation in Jakarta, called KADIN In-

donesia, 27 Provincial KADINs, and many more district KADINs. There are

also over 200 industrial, service and trade Associations, covering sectorial in-

terests, and a number of special interests organisations, such as representing

young entrepreneurs, small business, women entrepreneurs, etc., which all fall

under the aegis of KADIN. In Jakarta there are also a number of bilateral

Business Councils and special Chambers, such as the American Chamber, the

Indonesia-Netherlands Association, the Indonesia-Canada Business Council,

etc., also nominally falling under the umbrella of KADIN. Some of them, such

as the bilateral Councils are an integral part of the KADIN Indonesia opera-

tion while others, such as the American Chamber, are very autonomous.

In the provinces and districts the majority of KADIN's members consist of

indigenous local businessmen, a great number of them engaged in construction

of government projects or otherwise suppliers for government procurements.

The local Chinese merchants often do not participate in the chamber and

foreign investment plants located in the provinces are represented more in the
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national KADIN. Hence in practice the bulk of KADIN's membership and

those having voting rights consists of small, or otherwise upcoming, in-

digenous enterprises. In line with the national pre-occupation of "equity first"

KADIN's representation is mainly concerned with the interests of this sub-

sector of the business community. In the provinces and districts such represen-

tation is also very relevant. In the capital city, however, interacting with the

central government and mainly concerned with policy dialoguing vis-a-vis the

central government about macro-economic and broad sectorial policies, the in-

terest of the larger and stronger business sectors are better taken into account.

The industrial, service and trade associations also can interface directly with

the government to defend their particular interests.

The Chamber of Commerce and Industry is under the circumstances an ef-

fective instrument for the upcoming private sector to interface with the

government and to promote its long-run developmental interest. The private

sector historically does not have the poHtical clout and its existence is at times

only grudgingly accepted, if not tolerated. The public sector enjoys higher

esteem, and so does the co-operative sector out of ideological reasons. But in

the New Order era the role of the private sector is given greater recognition.

On the other hand, as long as the quality of this sector, especially the indi-

genous part, is not enough respectable yet, it is harder for it to defend its in-

terest against a very dominating government. Effective policy dialogue re-

quires "parity," and it is the task of the Chamber to interject this parity of in-

terface.

A chamber of commerce has the traditional function of, first, repre-

senting the interests of the private sector vis-a-vis the government. In Indo-

nesia this is probably the most important function, because of the dominant

role of the government in the economy, and because the government is still the

most important buyer of goods and services. In this procurement the govern-

ment also applies a preference scheme for the small (indigenous) business sec-

tor. This share, however, needs constant watching for fairness and open ac-

cess. An allocation system of scarce commodities will always have a tendency

of becoming rigged by collusions and favoured groups. In a developing coun-

try where the government position is very powerful any influence that can

function as a countervailing influence has a very useful function.

The second function of a chamber of commerce is the collection and
dissemination of information useful for the conduct of business. The third one
is trade promotion activities, e.g., the organisation of trade delegations, trade

fairs, seminars, etc. A fourth function is training and education. European
chambers, for instance, have a very important role in the latter and are as-
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signed certain public functions, such as holding examinations and the issuance
of certificates.

All these commercial functions require funding and personnel of some
quality which in developing countries are not easy forthcoming. Dues from
voluntary membership can never be a steady and sufficient source of income.
In practice a chamber operates from donations from the large domestic com-
panies which probably see a political advantage to support the chamber. That
is why the chamber would very much prefer a semi-public status, with com-
pulsory membership endorsed by law and perhaps with government subsidies.

OUTLOOK FOR THE FUTURE

Will the private sector grow in importance in Indonesia where because of

the force of ideology the public and the socialised sector is more respectable,

and where the co-operative sector is given a very prominent role in the Con-
stitution of the state?

The answer is affirmative, as long as the present political regime continues.

The main reason probably is that the private sector is much more dynamic and
resourceful than the public sector and the co-operatives. The public sector will

grow as long as the financing capabilities of the government is great and grow-

ing, such as in the period of the oil booms. In time of financial scarcity pro-

bably the private sector will grow faster. From 1982 through the early nineties

there will probably be no more oil booms and public development funds will

be sufficient only for the construction of infrastructures.

On the other hand, if only the foreign and Chinese enterprises are growing

fast, that will in time result in a political backlash and political efforts to

restrict their further growth. Hence social engineering requires a more
balanced growth of the various sub-categories of the private sector, and a sym-

biotic relationship between the three major sectors of the economy, i.e., the

public, the private and the co-operative sector.

For a faster growth of the indigenous private sector two facilitating factors

are required, i.e., the provision of capital and a greater supply of entrepre-

neurial as well as managerial talents. Beyond this, time is still required for a

maturing process.

Capital could come from surpluses out of operations as well as from

banks. The existing stock market is not an effective recourse. This market is
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very limited as yet because the government does not want to allow speculation

to take place. The stock market is seen more as a distributional means to allow

small savers among the general public to buy shares, more as savings and for

the earnings from dividends rather than for capital gains. That is why at the

moment only a handful of very solid large foreign investment enterprises and a

smaller number of large domestic companies are allowed, actually urged, to

"go public" to about 20 per cent of their stocks. Before the recession of 1982

the favoured policy of the government is a dividend policy that provides a

return of investments (based on "offering price" of the public shares) a little

bit better than the interest on savings deposits in state banks, i.e., (then) 12 per

cent per annum. That was easy enough for most of these import substitution

industries in prosperous times, but since 1983 such dividend payments became

more dificult. There is no reahstic effort yet to make this stock market a source

for funding of new enterprises. There is now talk about instituting an "Over

The Counter (OTC) trading of other than blue chip stocks, but so far there is

no realisation as yet.

Hence the growth of domestic enterprises, especially belonging to the

group of indigenous Indonesians, becomes more dependent on government

banks, as their interests rates are lower. The government state banks, since

1974 operate under the guideline to lend long-term investment credits only to

"pribumi" (meaning indigenous) enterprises, where Chinese can take part but

only in a minority position. In practice the pribumi majority is often more

nominal rather than real.

Government or large state enterprises (such as Pertamina) related business

often becomes good sources of cashflows and profits, and that is why Indone-

sian indigenous business cavorts around the government sector. Hence capital

formation through government means (subsidised credits and contracts) is a

favoured growth strategy for this sector.

The supply of entrepreneurial and managerial talents is improving over

time as a result of-enlarged educational opportunities domestically as well as

abroad. In former times the government was the major, of not the sole,

employer of graduates of universities and technical schools as far as they come

from indigenous Indonesian families, but for a number of years such is not the

case any more. Job opportunities and careers in the private sector are as much
preferred, perhaps even more.

Not so long ago, there was a popular public debate concerning the desirabi-

lity of "privatisation" of public enterprises. The roots of this debate lie in the

recent unfavourable situation of the government budget, i.e., a forty per cent
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drop in the capital budget, because of diminishing oil revenues. Because this

decline is seen as a trend, the hopes for continued economic growth is now put
more on the shoulders of the private sector. The government has also pro-
claimed an efficiency drive, realising that productivity, rather than large
amounts of investments, must now produce economic growth. Against this

background the present performance and the growth potentials of the public
sector enterprises were subjected to evaluation and criticism, and the inevitable

question is being asked: could privatisation of large non-vital public enter-

prises not put new blood into the system? There are no obvious and easy
answers. Which state enterprises should be privatised, to what degree, by what
procedures, to whom should the new ownership be offered, etc.? The in-

teresting feature is that there seems to be an emerging disposition by the

government to entertain the idea and to study practical possibiUties.

What will the future of the foreign (investment) companies be? Will they be
able to normally continue and expand, or will their growth be curtailed and
their existence finally phased out?

It is difficult to draw a certain scenario. Their existence will be subjected to

conflicting influences. The ideological influence will limit their future. Foreign

direct investment is seen as "supplementary" to the national capabiUties, in

terms of capital, technologies, managerial know-how and other requirements

of industry. If such inputs have been successfully transferred to the host coun-

try, then the raison d'etre for foreign direct investment will cease, and national

companies will continue their role. That is why the license for foreign direct in-

vestments is granted (only) for 30 years, though this is extendible. There is

presently no cases as yet where this time period is up, because the first licenses

were granted in 1967.

In practice, however, it will "depend on the mood and practical require-

ments of the time, to what extend the interpretation of the contributions of

foreign investments, i.e., capital, technology, know-how, etc., are still re-

garded critical for the further development of the economy.

If the pragmatic approach to problems will still prevail in the future, then

the presence of foreign direct investments will likely continue beyond the end

of the century. On the other hand, the forms and relationships will see an

evolution. At the moment, for instance, most foreign direct investment enter-

prises are majority controlled and the management is still in expatriate hands.

There will be a process of gradual substitution by Indonesian personnel,

ownership and control. Non-equity relationships, e.g., technical contracts,

licensing, management arrangements, etc., will also have a greater presence.
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of Public Sector Enterprises:

The Indonesian Case

Djisman S. SIMANDJUNTAK

THE RELEVANCE

Data on Public Sector Enterprises (PSEs) in Indonesia is not only scarce, it

also is widely perceived to be of poor quality, in spite of improvements in re-

cent years. According to the 1986 Economic Census, there were 589 state enter-

prises operating in 1985 in Indonesia's large and medium industry alone of

which 308 were owned by the central government, 122 by local governments

and the rest owned jointly either by the central and local government, the cen-

tral government and the private sector or local governments and the private

sector.' Other sources present a much smaller number, very likely due to a dif-

ference in coverage. The supplement to the 1986 National Day Speech of the

President mentioned only 215 enterprises in all sectors, of which only 38 were

in the manufacturing sector. This statistical discrepancy should not prevent us,

however, from using whatever data available while exploring the economies of

the public, sector enterprises, or a small part thereof, in the context of the

economic development of Indonesia.

There is no doubt that there is a strong presence of state enterprises in the

Indonesian economy thanks to various developments in the country's history.

First of all, there is a demand embedded in Indonesia's 1945 Constitution for

government control over economic resources in sectors or activities which are

perceived to be of crucial importance to the daily life of the general public.

This essay is to a large extent a modified version of a paper presented at a conference on
privatisation held on 29-30 July 1987 in Jakarta, sponsored by The Institute for International
Research. Dr. Djisman S. Simandjuntak is Program Coordinator, Indonesia's Economic System
and Structure, CSIS.

'Central Bureau of Statistics, Economic Census 1986, Series B-31, Jakarta 1987, p. 17.
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Different interpretations could certainly exist as to what government control
implies. But the interpretation which seems to enjoy the widest support among
Indonesian influential politicians is the one that implies direct control through
state enterprises. Second, a great number of Dutch companies were nationalised
in the late 1950s. Third, assuming that a state enterprise is in a better position
than a private one to launch and run projects with a big need of capital, a long
gestation period or an unduly risky future, the government of Indonesia has
invested heavily in new ventures following the increase in petroleum prices. In
fact, a big capital participation in enterprises was among the salient features of
Indonesia's government finance until 1985. As Table 1 shows, capital par-
ticipation peaked at US$770 million in 1981. Cumulatively, it amounted to
US$5,250 million between 1975 and 1986. It required the plunge in oil prices to
discontinue the trends. The bigness of Indonesia's state enterprises is also evi-

dent in their combined assets of Rp99,249 billion or more than 99x10^^ in 1985,
or in their combined sales of 30 per cent of the country's GDP in the same
year. Whether one is travelling in a bus, a train, on board a ship or an airliner

ship, dining in a restaurant of a five-star hotel, making a telephone call,

cooking on a gas-heated hearth or watching television, one can easily feel the

presence of state enterprises.

Table 1

CENTRAL GOVERNMENT'S CAPITAL PARTICIPATION IN ENTERPRISES.
1975-1986

Total Dollar Equivalence Total Dollar Equivalence

Year (Rp Billions) (Millions)* Year (Rp Billions) (Millions)*

1975 109 263 1981 481 770

1976 218 525 1982 337 539

1977 167 402 1983 592 595

1978 129 311 1984 336 312

1979 253 405 1985 412 366

1980 476 762 1986 91 79

Notes: Current dollars using conversion rate prevailing at the end of the respective calendar

year.

Source: Bank Indonesia, Report for the Financial Year, various issues and Supplement to the

National Day Speech of the President, various issues.
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Because of their bigness and their control of the strategic business lines,

especially in the up-stream industry, state enterprises determine to a large ex-

tent as to how the Indonesian economy is going to perform, the more so at the

time when economic progress relies more and more on the ability of Indone-

sian products to compete in the international market. Yet, little is known

about the performance of Indonesia's state enterprises. The result of the recent

investigation of all state enterprises is still unknown. Moreover, there is hardly

a consensus on the criteria of performance in spite of a very long experience

with state enterprises and the occasional floating of the idea of privatisation in

Indonesia.

THE LIMITS TO PERFORMANCE EVALUATION

A PSE is often required by its owner, the public sector, to simultaneously

pursue many objectives which may be unclear in some instances or even con-

flicting with each other. They may consist of profit maximisation, employ-

ment maximisation or merely the enhancement of national prestige. Under

certain circumstances a PSE may have to execute government directives ir-

respective of possible damaging impacts upon profitability. Some Indonesian

PSEs were asked, for instance, by the government to withdraw their deposits

from state banks and to buy instead Bank Indonesia's certificates with a lower

interest rate when the country faced a renewed wave of foreign exchange

speculation in 1987. Through this withdrawal the liquidity of the state banks

deteriorated rapidly and so was their potential to extent credits which could be

used by their receivers for purposes of foreign exchange speculations. In less

spectacular cases, the gigantic Krakatau Steel was asked by the government to

promote export of brown sugar produced by small farmers in the surrounding

area; a cement factory in East Java was asked to promote the export of shrimp

crackers; the Iskandar Muda Fertiliser company is also currently engaged in

the promotion of the export of patchouli oil. Yet, it is not only in the setting of

objectives that a PSE does not possess an autonomy. Prices of products or ser-

vices produced by a PSE are fixed in many cases by the government. A PSE
may be required to procure inputs from fellow PSEs, irrespective of high price

or inferior quality. The government may ask a PSE to venture into a complete-

ly new area(s) as part of the mission of a PSE as an "agent of development."

This happened to Pertamina in the early 1970s with the widely known financial

fiasco, and which is not unlikely to repeat. In short, the government is very

^On the importance of goals and motives see Leroy P. Jones, Public Enterprise arid Economic
Development: The Korean Case (Seoul: Korea Development Institute), pp. 140-152.
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often tempted to use a PSE as a mere executor of its policy, putting the PSE
concerned in a disadvantaged position vis-^-vis private enterprises.

The real performance of a PSEs is further obscured by the privileges they
get, which may more than compensate the disadvantages mentioned earlier. A
PSE may enjoy a monopoly position, a protected market niche, budgetary
support, preferential access to the financial market and many other forms of
privileges including the immunity against bankruptcy. In view of these
privileges, profit may overstate the performance of a PSE.

The intervention by the government in the affairs of a PSE which may
either intensify or loosen, depending partly on factors beyond the control of
the PSE concerned, makes the evaluation of performance very difficult.
However, weak the performance in terms of profitabiHty may be, the manager
of a PSE can usually argue that the weak performance is partly or even wholly
caused by government intervention. On the other hand, a profit ratio above
industry-average does not necessarily reflect a superior performance, as part
of the profit may result from a privilege. Yet, the need for performance
evaluation is clearly felt as various decisions pertaining to a PSE are simply im-
possible to make without information about its performance.

ECONOMIC PROFITABILITY

There is no need to discuss here the evaluation of performance of a PSE in

which everything is decided by the government, as such a PSE has never really

existed. Nor will" there be any discussion of a PSE which enjoys full autonomy
as there is no point maintaining a PSE, if not for the involvement of the

government in its affairs. A fully autonomous PSE is a redundant entity and
should be privatised altogether. In other words, it is the constant interplay of
government involvement and autonomy that makes the performance evalua-

tion of a PSE an issue. Whenever one talks about reform in a socialist

economy for instance, a greater autonomy for the enterprises is always among
the priority issues involved.^

One can never overemphasise the importance of profit to the long-term

survival of a PSE. Without profit, a PSE which usually enjoys an immunity
against bankruptcy will not only constitute a burden to the public sector's

finance but also to the private sector which may be forced to procure some of

^See Peter T. Knight, "Economic Reform in Socialist Countries. The Experiences of China,

Hungary, Romania and Yugoslavia," World Bank Stqff Working Paper No. 579 (Washington,

.D.C: World Bank 1983).
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its production inputs from a loss-making PSE. Therefore, profitability needs

to be attached a crucial importance in the evaluation of the performance of a

PSE. Involvement in non-business activities should not prevent a PSE from

calculating profitability even if it is rarely taken into consideration in the deci-

sion making process. Moreover, profitability is likely to remain the most im-

portant one among the few evaluation criteria which are quantifiable in one

way or another.

Obviously, the accounting of a PSE has to take into account the impacts of

government interventions. Profit defined as the difference between the unit

price and unit cost is of little value if the price is set by the government at a

level which differ from the price which would prevail in the absence of a fixed

price. A loss may also distort the performance of a PSE if it results from an

over-pricing of raw-materials. Therefore, there is a need for a "shadow profit."

The use of shadow pricing can in fact result in a substantially different rate of

profitabiUty as pointed out in a World Bank study on Egypt's PSEs.'^ The

"economic rate of return" needs to be calculated in such a way as to reflect the

intervention by the government to the furthest possible extent. The difficulties

involved in the shadow-pricing are well-known. Its importance, however, can-

not be overemphasised in view of the widely shared belief that the difference of

performance between a PSE and a private firm in the same business line is

largely due to external public sector constraints.^

It certainly will take a long time before Indonesian PSEs can make use of

shadow pricing in a meaningful way. In the meantime, one has to rely on the

concepts of profitability as proposed in business economics. Gross operating

ratio, return on asset, return on networth, return on equity, and net operating

ratio can be calculated at different levels of disaggregation as well as over

times. To give a very broad picture as to how well Indonesian PSEs have per-

formed, Marie Muhammad produced, for instance, an all-enterprise

profitability defined as a ratio of pre-tax profit to sales. This ratio declined

from 19 per cent in 1979 to 10 per cent in 1982. It improved sHghtly in 1983 and

1984, but went down again in 1985.^

'*The so-called "economic rate of return" obtained by using shadow pricing was substantially

higher than the usual "financial rate of return." The positive difference was as high as 27 per cent
in the case of sugar and 60 per cent in the cases of oils and essences. See The World Bank as quoted
by Marry M. Shirley, "Managing State-Owned Enterprises," World Bank Staff Working Papers
No. 577 (Washington, D.C.: The World Bank 1983), p. 33.

'Hall-Hill, "State Enterprises in a Competitive Industry: An Indonesian Case Study," World
Development, vol. 10, no. 11 (1982), p. 1022.

*Marie Muhammad and Astar Siregar, "Badan Usaha Milik Negara" (State-owned Enter-
prises), a paper presented at the 9th Meeting of The Indonesian Economic Association.
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A profitability ratio calculated for 215 enterprises as a whole is certainly
useful as a very rough indicator for the saving performance of public sector en-
terprises. It can at least tell the extent to which state enterprises contribute to the
government finance. In reality, it does not make sense to base the assessment
of performance on collective profitability data. Some enterprises like PT In-
dosat'^ may report a big amount of profit because they occupy a rapidly
growing business line. Other enterprises such as PT Krakatau Steel who made
a loss of Rp227 billion in 1981,^ may find it extremely difficult to become pro-
fitable because of a big non-performing asset. Still others like many of the
sugar mills may suffer from chronic losses precisely because of their resistance

to restructuring.^ In short, collective profitability ratio is of very little value in

the assessment of the performance of a PSE. Even profitability ratios

calculated for an industry or its sub-sectors cannot serve as the basis for

judging the performance of PSE. In the final analysis, one has to look into in-

dividual enterprises in order to collect meaningful profitability indicators.

Every PSE is unique and is very likely to differ from each other in terms of
profitability.

Table 2 indicates clearly that an "industry profitability" ratio can be

highly misleading even if the environment facing the enterprises is virtually the

same. The five state banks who together account for over 70 per cent of total

credit extended by all banks in Indonesia year by year, differed strongly in

terms of profit earned from a unit of assets. Comparison with the private

banks in 1985 suggests at first glance that state banks performed poorly, ex-

cept for Bank Eksim Indonesia. It tends to support the general hypothesis

saying that the profitability of a PSE is inferior to that of a private company.

However, the data in Table 2 are insufficient to test the "inferiority hypothe-

sis." In fact some private banks performed terribly in 1985 or were even in a

shaky financial position. A study on Kenya Tea Development Authority

revealed also that a state enterprise is not necessarily inferior to a private

enterprise in terms of profitability.^^

^According to its Annual Report 1985, PT Indosat had an after tax net income of Rp72.6

billion compared to a fixed asset of only Rp74.5 billion in the same year.

*Loss figure from the report of the State Auditing Body. State enterprises are thought to have a

high propensity to over-invest that is to install more assets than what is required. PT Krakatau

Steel of Indonesia suffered also from this disease. See for instance H.W. Arndt, "PT Krakatau

Steel," in Bulletin of Indonesian Economic Studies, vol. 11, 1975.

'This point is raised, for instance, by Ayub and Hegstad. See their article, "Management of

Public Industrial Enterprises," World Bank Research Observer, vol. 2, no. 1 (1985), p. 85.

'"See Geoffrey Lamb and Linda MuUer, "Control, Accountability, and Incentives in a Suc-

cessful Development Institution, The Kenya Tea Development Authority," World Bank Stqff

Working Papers. No. 550 (Washington, D.C.: The World Bank, 1982).
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Table 2

RETURN ON ASSETS OF SELECTED BANKS
(In Percentage)

1984 1985

Bank Bumi Daya 57 35

Bank Dagang Negara 159 83

Bank Eksim Indonesia 271 143

BNI 1946 130 42

Bank Rakyat Indonesia 88 73

Private, National Forex Banks 199 150

Source: Bank Bumi Daya, Financial Institutions in Indonesia 1985.

The plea for using company-level statistics rather than aggregate ones is

not meant to overlook the possibility that some elements of behaviour are

typical of PSEs. As has been mentioned earlier PSEs have a strong preference

for bigness. Yet, Khwaja Sarmad argues that there is a certain critical level

beyond which enterprise size exerts a negative influence on the profit rate.^^ If

so, profitability of a PSE is very likely to be lower than that of a private enter-

prise. However, generalisation is very likely to be misleading as far as pro-

fitability of state enterprises is concerned.

Needless to say, that the profitability of a PSE as large as Indonesia's only

oil company, Pertamina, with its very diverse activities, is impossible to com-

prehend on the basis of its consolidated income statement and balance sheet

alone. Table 3 cannot provide, for instance, information about the profitabili-

ty of an oil well, an oil processing unit, a gas station, or each of the numerous

supporting units such as, the air service or the shipping service. Similar pro-

blems are faced also by large state banks which sell different kinds of services

to different kinds of customers in different locations. Some activities are

lucrative while others are unprofitable at all. In other words, profitability

measurement requires the creation of profit centres^. It certainly makes the

measurement extremely laborious and uninteresting to government officials.

However, such a detailed measurement is particularly needed in respect of

PSEs which usually bring a wide range of activities, including some which have

nothing to do with business, under one roof. It may turn out to be of great

"Khwaja Sarmad, "The Profitability of Public Enterprises in Pakistan," Pakistan Develop-
ment Review, vol. 23, no. 2 & 3 (1984), p. 153.
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help to compare for instance the price paid by a PSE for a unit of certain raw
materials with the price paid by the private sector. Failure to disclose such a
detailed calculation and comparison will make it impossible for a PSE to
eliminate unnecessary expenses or to avoid unnecessary cuts in revenue.

Table 3

SELECTED INDICATORS OF PERFORMANCE OF PERTAMINA
(Billion of Rupiahs)

1983 1984 1984

Sales and Income 10,695 12,917 13,219

Domestic (5,283) (6,151) (6.184)

Export (4,391) (5,635) (5,800)

Other Income (1,021) (1,130) (1.235)

Costs 7,426 8,674 8.546

Operation and Distribution (6,391) (7,308) (7.529)

General and Administrative
( 371) ( 566) ( 288)

Depreciation
( 488) ( 550) ( 482)

Interest
( 175) ( 251) ( 247)

Profit 3,270 4,242 4,673

Total Net Assets 13,116 14,276 14,537

Non-equity Liabilities 7,500 6,776 6,626

Equity of the Government 5,616 7,499 7,911

Source: Pertamina.

In conjuction with profitability, liquidity and solvency ratios are also

useful in evaluating the performance of a PSE. The ability to meet short-term

liability according to schedule is no less important than profitability. Short-

term assets need therefore to be classified not only according to the speed at

which they can be converted into money as the most liquid asset, but also in

terms of their quality or the degree at which receivables for instance can be col-

lected in full amount. High operating ratio is of little value if a big portion of

receivables is dubious in terms of their collection. The same applies to the

ability to meet long-term liability. In this respect long-term assets need to be

classified into a performing part and non-performing part. The disclosure of

non-performing assets is of particular relevance to a PSE which tend to ac-

cumulate assets beyond what is necessary to produce the desired level of out-

put.
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It is possible to evaluate the performance of a PSE on the basis of the

balances of production, receipts and disbursements and capital transactions as

proposed by the United Nations with regard to the System of National Ac-

counts. Using these balance sheets which in reality contain flows rather than

stocks, Indonesia's Central Bureau of Statistics published in fact in August

1987 "Statistics of State Enterprises 1978-1982." This volume entails a variety

of aggregate performance indicators such as sales, costs, and surplus. To give

some idea of what this statistics can tell. Table 4 is drawn up where operating

surplus of each of the groups of state enterprises for 1980, 1981 and 1982 is

listed. This table suggests an erratic development of operating surplus which is

defined as the difference between sales and change in stock on the one hand

and expenses including depreciation on the other. Operating surplus of planta-

tion enterprises declined by 68 per cent from Rp90,751 million in 1980 to only

Rp28,647 millions in 1982. No less dramatic was the deterioration of perfor-

mance of mining enterprises which in 1982 had an operating surplus of only 10

per cent of that of 1980. Moving downwards, one can see how electricity, gas

and water enterprises suffered a deficit of Rp35,291 million in 1982 after enjoy-

ing a surplus of RplO,843 million in the previous year. Finally, it is apparent

from Table 3 that the surplus earned by state enterprises is crucially dependent

on banking and mining enterprises. These enterprises contributed 61 per cent

and 83 per cent to total operating surplus of all state enterprises in 1980 and

1982 respectively.

Unfortunately, no substantive conclusion on the performance of a PSE can

be drawn on the basis of Table 4. The statistics on which the table is based, is

by far incomplete as it did not cover some very important enterprises such as

Pertamina, Krakatau Steel and Garuda. Secondly, the statistics reported in

Table 3 cannot tell anything about the performance of individual enterprises,

since it is available only on an industry-basis. Thirdly, the concepts used in the

accounting system that leads to the surplus reported in Table 4 are different

from the ones usually one has in mind while evaluating the performance of a

private enterprise. Which concept can best reflect the performance of a PSE

depends among others on the extent to which the attainment of profit is among

the motives leading to the establishment of a PSE. In this connection, it is im-

portant to distinguish between a pure utility enterprise, such as Railway which

is directly managed as part of a ministry and, therefore, is called Perusahaan

Jawatan (Enterprise of a Ministry), an enterprise aimed primarily at making

profit and is called Perusahaan Perseroan (Corporation Enterprise) and an

enterprise of a mixed nature which is called Perusahaan Umum (Public Enter-

prises). Nevertheless, a combination of the two groups of performance in-

dicators may turn out to be meaningful to the evaluation of the performance
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Of a PSE, especially the "Public Enterprises." The result of that combination,
however, remains incomplete. The role of a PSE as an "agent of
development" which is often quoted as the reason behind chronic losses, needs
also to be evaluated, however difficult this may be.

Table 4

OPERATING SURPLUS^ OF STATE ENTERPRISES 1980-1982

(In Millions of Rupiahs)

1980 1981 1982

h'lantation
90,751 51,073 28,647

Forestry
29,680 3,434 3,516

Fishery and Animal Husbandry 665 1,324 -1,144

Mining
188,308 113,015 19,421

Food, Beverage and Tobacco Industries 47,052 41,800 35,620

Textile, Garment and Leather Industry 5,084 4,456 1,072

Wood Processing -89 -76

Paper and Products thereof 12,678 21,151 20,228

Chemical, Coal, Rubber and Plastic Industries 60,899 9,761 8,622

Non-metallic Minerals 9,043 17,364 26,304

Metal Products 14,985 8,349 9,903

Electricity, Gas, Water -22,463 10,843 -35,291

Construction 6,485 11,527 12,377

Trading 6,543 5,539 8,426

Hotel & Restaurant 3,921 7,642 7,747

Transportation and Storage -15,407 2,294 8,866

Communication 61,783 39,708 -39,604

Banking 366,317 710,593 787,505

Insurance 35,340 61,355 61,473

Real Estate and Commercial Services 6,209 8,579 9,471

Total 907,869 1,129,716 972,881

Notes: Difference between sales plus change in stock on the one hand and expenses including

depreciation on the other.

Source: Centra! Bureau of Statistics, Statistic of State Enterprises 1978-1982, Jakarta 1987.
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MEASURING CONTRIBUTION TO DEVELOPMENT

Repeated financial scandals such as the one that plagued Pertamina in

mid-1970s with its nation-wide destabilising effects, have proved insufficient

to dissuade Indonesia's elite from desiring an economic system in which PSEs

play a big role. There must be a variety of reasons behind this seemingly un-

shakeable support to PSEs but this has never been thoroughly investigated. A
substantial part of it seems to be illusory in nature, having to do with a barely

tested perception that public sector's employees are less selfish than their

counterparts in the private sector. Another part of the reason seems to

originate in a historical co-incidence that produced a very strong anti-

capitalism feeling among the founding fathers of the Republic. In his

"Capitalism, Socialism and Democracy" published for the first time in 1943,

Joseph A. Schumpeter wrote for instance: "... how public mind has by now so

thoroughly grown out of humor with it as to make condemnation of capitalism

and all its works a foregone conclusion almost a requirement of the etiquette

of discussion. "^^ At least in the early days after World War II, independence

and capitalism were seen as contradiction.^^ Even today, capitalism remains a

dirty word to "many Indonesians even if in practice one can observe a growing

number of people who earn money for the sake of accumulating more money.

It is impossible to pursue this debate here in an exhaustive way. Suffice it to

say that in the foreseeable future the Indonesian economy has to host a great

number of PSEs of which many will have no reason to justify their existence

except for those related to their respective role as an "agent of development."

The translation of contribution to development into measurable indicators

is a very difficult task. What this contribution really consists of is a matter of

eternal controversy. A PSE that reduces the price of its output as a result of an

improved efficiency is making a positive contribution to development. Indeed,

one can easily draw a very long list of developmental contributions of a PSE.
However, it is totally wrong to argue that such a contribution is unique to a

PSE. Equally groundless would be a hypothesis saying that a PSE can do no
wrong. Corruption and other forms of abuses of economic power of which
some were really scandalous, were frequently reported in the Indonesian press.

Yet, the enterprises concerned can continue to do business and never or rarely

has a severe sanction on the people involved come to public knowledge.

'^Joseph A. Schumpeter, Capitalism, Socialism, Democracy, London: Allen & Unwin, 1979,

p. 63.

'^Those who belong to the "dependencia school" such as Gunder Frank, Dos Santos and
Oswaldo Sunkel argue, indeed, that a developing country integrated to the world capitalism is im-
possible to become independent.
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Notwithstanding the serious problems one has to face while formulating
the developmental contribution of a PSE, some elements can be assessed in
one way or another with a fairly high degree of certainty. One can begin by
mentioning the transparency criterion. In a country where the business com-
munity is strongly aversive against disclosure - for this reason capital output
ratio is unknown in Indonesia -- initiatives to promote transparency is of great

importance to economic development. How can a government work out an
economic plan without knowing the capital-output ratio? Unfortunately, most
of Indonesia's PSEs do not perform better than private enterprises in terms of
their accessability to public scrutiny. Companies as huge as PT Krakatau Steel,

Pertamina, Garuda Indonesia, or the aircraft maker "IPTN" have never

published their respective balance sheets and income statements in a way that

facilitates the control of these giants by the public. If PSEs are serious about
their role as agents of development, the most immediate thing they are re-

quired to do is to promote transparency and accountability. Readiness to

disclose information becomes in this respect, a criterion for evaluating perfor-

mance, and this readiness can be measured in terms of the availability of an
audited corporate report.

Closely related to profitability is the savings performance of a PSE. At a

time when the Indonesian government is facing a dwindling saving as a com-

bined result of a decline in oil revenue and growing debt services, saving gains

is important as a performance indicator of a PSE. Unfortunately, there are no

reliable data on the saving performance of the individual PSEs. Table 5 pro-

vides a very rough indicator as to how this saving performance looked like in

the last few years. The PSEs as a whole were not in a position to finance their

investment with their own savings. Figures in Table 5 do not tell anything

about the performance of individual enterprises. In some enterprises, savings

and depreciation did exceed investment while other enterprises had to rely on

external resources in financing their investment.

THE RESOURCE POSITION OF INDONESIA'S PSEs

(In Per Cent of GDP)

Investment Savings Resource Gap

Average 1980-1983 6.7 1.9 4.8

1984 4.8 2.1 2.7

1985 5.1 1.7 3.4

1986 4.7 1.9 2.8

Source: World Bank, Indonesia, Economic Report 1987, p. 49.
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The ability of a PSE to satisfy market demand is another important

criterion of developmental contribution. The use of this criterion is not as easy

as it appears to be at first glance. Even in the cases of utility PSEs, the ratio of

effectively reached customers to potential customers or the queue for access to

a certain utility does not necessarily reflect the ability of a PSE to satisfy the

market demand. The queue for obtaining telephone lines for instance depends

among others on the price. The higher the price, the shorter the queue will be.

Nevertheless, the length of the queue can be used as an important indicator as

to how a PSE has performed, especially if one can estimate the number of

customers in the waiting list under different price levels such as an "interna-

tional price level." The very limited number of households effectively reached

by the various local Drinking Water Companies is in itself a sign of ill-

performance. The same applies to the country's Telecommunication Public

Corporation which, ,for example is facing a permanent excess demand for

telephone lines, in spite of a price which far exceeds those charged in neigh-

bouring countries.

The strong affirmative attitude of the founding fathers of the Republic of

Indonesia towards PSEs rests basically on the belief that a PSE is superior to a

private enterprise in terms of distributional performance. Unfortunately, opi-

nion can differ strongly as to how one should compare the distributional per-

formance of different enterprises. The average wage paid is certainly an im-

portant indicator. A PSE which pays lower wages than its comparable private

counterpart but performs worse in terms of profitability, does not deserve to

be called an agent of development. And compensation of PSE's employees is

widely perceived to be lower than that of private enterprises, though it is dif-

ficult to establish to what extent this perception is correct. While average

labour expenses in the manufacturing are available at a five-digit level of

dissaggregation, they cannot be differentiated according to ownership. The
comparison of what may be called "wage-output ratio" which reflects labour

expenses as a percentage of the value of output, is inconclusive. The "wage
output ratio" of the PSEs in the Food, Beverage and Tobacco Industry (ISIC

31) was substantially higher than the industry average in both 1978 and 1982.

However, the reverse was true for the Chemical Industry (ISIC 35). Yet, two
important issues remain unsolved even if the sectoral composition of both

wages and employment for PSEs and private enterprises is available. Perhaps,

it is the life-long compensation rather than monthly or annual compensation
that one needs to compare. Secondly, comparison of compensation without
due consideration of productivity difference is bound to result in a distorted

picture of distributional performance. Nevertheless, it is important to

underline here that the compensation of employees is among the few quan-
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itative mdicators that one has to rely on while assessing the distributional per-formance of a PSE Comparison between the highest earnings and theTowe tearnmgs as well as the 'Torenz Curve" of individual enterprises and the socSsecunty services of a PSE compared to the industry averages can prov danother clue to the distributional performance of a PSE. The result may not bea clear-cut conclusion, but such a comparison can contribute a great deal tothe evaluation of the role of a PSE as an agent of development

Most frequently mentioned among arguments in support of a PSE is its

tlZT' I" K
' '''' ^^P'^^'' ^ sophisticated

technology or a high nsk of failure. Unfortunately, it is in relation to this kindof a role that a PSE can easily fall imo the pitfall of poor performance as ac-
countability IS usually the weakest in enterprises with a pioneer status. On the
other hand, a pioneer project is usually difficult for the general public to com-prehend as this implies a relatively high degree of freedom for both manage-
ment and related government agencies to decide on all matters pertaining to
the existence and the operations of the enterprise concerned. Finally people
tend to have a greater tolerance to mistakes made by a pioneer enterprise be it
a private one or a PSE. Yet, there is a great difference between a private enter-
prise and a PSE m that a private enterprise will usually have to bear by itself all
the burdens arising from a failure while a PSE will pass them on to the govern-
ment and thus ultimately to the tax-payers.

Little is known about the performance evaluation of a pioneer PSE The
question of what to measure is already difficult to answer, let alone the ques-
tion of how to do it. In some cases, the successful completion of a project may
be seen as the most important criterion of performance. In this type of
"mission-oriented" pioneering cost consideration is of secondary importance
as one can learn from the space race in the second half of this century. What
counts primarily is the success to reach the stated targets. The question of costs
and externalities arises only later. For the so-called "diffusion-oriented"
pioneering, however, a different method of performance evaluation is needed,
since this type of pioneering is bound to have an immediate impact upon the
performance of other enterprises in the economy. While PT Krakatau Steel for
example may enjoy a certain period of infancy status in which it can rely on a
certain level of protection, its record in catching-up with similar enterprises
abroad should be seen as an important criterion in the evaluation of its overall
performance. The process of catching-up can be measured in terms of efficien-
cy improvement.

There is another important aspect as regards to pioneering. Contribution
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to technological progress is most frequently mentioned to justify the establish-

ment or the expansion of a pioneer PSE. A PSE which suffers from chronic

losses is usually defended on its alleged contribution to technological progress.

Yet, little is known about as to how a PSE is measuring its contribution to

technological progress. From the limited debates on this issue which so far have

remained very fragmented in nature, one can only make a long list of perceived

contributions without being able to present a method as to how one should

judge the overall technological performance of a PSE. Possession of a certain

technology by a PSE is sometimes seen as a part of its performance irrespective

of what this possession is actually bringing about. Engagement in certain ac-

tivities is furthermore counted as an element of achievement, especially if it in-

volves also a foreign company of a world calibre. Accumulated human

resources constitute another important criterion of performance in technologi-

cal pioneering. Last but not least, every pioneer PSE seems to realise that over

time, "its performance, too, has to be measured in terms of sales and other

commercial criteria of success.

It is possible to work out a scheme for a less nebulous evaluation of the

technological performance of a PSE. Such a scheme would register at the

greatest possible detail the technology indicators of a PSE. These indicators

may comprise the number and. qualification of employees actively engaged in

R&D activities, the magnitude of resources devoted to R & D in absolute and

relative terms, the number of R & D projects and their respective status; the

number of inventions of a PSE's own research team, the number of new pro-

ducts brought into a commercial stage as part of innovativeness and the net

transaction in intellectual properties. While it is easy to lengthen this list of

"technology indicators" or to breakdown each of the indicators into sub-

indicators, it is important to bear in mind that the scheme remains comprehen-

sible. Without such "technology indicators" it will be impossible to judge on

technological contribution and PSEs can continue to hide behind an ill-defined

success to promote technological progress while downplaying their inability to

commercialise their products and to move out of a chronic red ink according-

ly. It goes without saying that "technology indicators" will be useless, unless

the pioneer PSEs are willing to disclose everything that relates to their ac-

tivities.

CONCLUDING REMARKS

I have attempted to compile a number of variables which can serve the pur-

pose of performance evaluation of a PSE. Most of them have been known
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Since a very long time ago. but their application leaves many things to be

a PSE of which politics and economics in a PSE constitute the most fun-damental factors A history of about 30 years of Indonesia's experience with agreat number of PSEs does not provide a strong reason to believe I' themeasurabihty of a PSE's performance. The issue of PSE's performance maysuddenly get a very strong attention, but time seems to have told that such an
attention is going to be short-lived. Indonesia has witnessed numerous scan-
dais committed by state enterprises, but does not seem to feel the urge to drawfrom them the logical consequence. At this juncture one needs to raise the
question once again as to the purpose of evaluating the performance of PSEs.

In the case of private enterprises, performance evaluation serves different
purposes. Among others, it is to persuade existing shareholders of the merits
of renewing support to the management and even to attract new shareholders
Such a clear purpose of performance evaluation is lacking in respect of PSEsNo wonder that the performance evaluation of Indonesia's PSEs has never
been exhaustive. It certainly would mean a lot if a PSE discloses aU important
things about Its operations so as to make it possible to establish the fairest
possible performance evaluation. But even in the case of a comprehensive
evaluation it is highly questionable whether the government will be consistent
in sanctioning PSEs according to their performance. This brings us to the
issues of bankcruptcy and privatisation which indeed are among the issues that
logically follow the findings of performance evaluation, but cannot be dealt
with here m a meaningful way. Suffice it to say that the urgency of perfor-
mance evaluation will never be strongly felt unless the government declares its
determination to draw the logical consequences from the findings of the
evaluation.
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INTRODUCTION

A discussion on the strategic development in this region necessitates an

examination at two levels. The first, and at the higher level, is an examination

of the four great powers in this region - the US, the Soviet Union, China and

Japan - and their future interactions as well as the implications thereof for

regional stability and development. The focus in this discussion is in how far

US hegemonic power (Pax Americana) has weakened and what the implica-

tions of this change would be to peace, stability and prosperity in the Asia-

Pacific region. It also addresses the question whether the leadership role of the

US in this region will be taken over by other great powers.

The Second or the lower level is concerned with the developing countries in

the region, individually and the interactions among them as well as their rela-

tions with,the great powers. The importance here stems from the fact that in-

ternal instability in the developing countries and conflict among them could

have far-reaching implications. The weakening of national and regional

resilience provides an opportunity for external powers to intervene in the

domestic or sub-regional affairs of this region. The conflict in Kampuchea
gives clear evidence to this: it began with the disintegration of the nation by its

own doing caused by the genocide initiated by the Khmer Rouge, which ex-

tended to a regional conflict with Vietnam. As a consequence thereof the

Presented at the Conference on "Southeast Asia and Pacific Asia Security in the Final Decade
of the Twentieth Century" organised by the Malaysian International Affairs Forum, Kuala Lum-
pur, 24-25 March 1988. Jusuf Wanandi is a member of the Board of Directors and Executive
Director of the CSIS.
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Soviet Union. China and the US become involved in it and without their con-sent - particularly that of China - the conflict can no longer be resolved.

There is the other possibility, namely where it is the great powers that at-tempt to^control a country or a region as they consider this to be in their own
interest. This is true in regard to the Persian Gulf, but such a situation does not
exist m the Asia-Pacific region today. East Asia may be an exception, but since
the countries there are already quite established and highly resilient, they can-
not easily be controlled by any one of the great powers. Therefore, national
resilience and regional resilience are important factors for the security and
stabihty of the Asia-Pacific region.

Moreover, it is exactly due to multipolarisation at the higher level that the
developing countries can play a greater role in the maintenance of regional
peace and stability. However, developments in the second, lower level will not
be discussed in detail in this paper.

CURRENT AND FUTURE DEVELOPMENTS OF THE GREAT POWERS
IN THE ASIA-PACIFIC REGION

Central to this discussion is the question with regard to America's
hegemonic power in the Asia-Pacific region: How much has this power de-
clined in relative terms and whether this reduction will lead to an increase in
the influence of other great powers.

America's declining influence actually began with Nixon's decision to
revoke the convertability of the dollar to gold in 1971. and perhaps even earlier
in 1969. with the announcement of the policy known as the Nixon or the Guam
doctrine which transform the US strategy to a maritime strategy, namely a for-
ward deployment strategy based on archipelagic Asia and a withdrawal of US
forces from continental Asia. This doctrine was foljowed-up by his rapproach-
ment with China in 1973 which has changed the power balance from a bipolar
one - centering on the East-West conflict ~ to a multipolar one involving
shifts and redistribution of political and economic power centres among the
four great powers ~ the US, Soviet Union. China and Japan.

It should be noted that until today this multipolarisation remains limited
within the political and economic fields, whereas in the military field ~ both
globally and in the Asia-Pacific region ~ the situation remains pretty much
bipolar, involving the competition between the two superpowers, the US and
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the Soviet Union/The question is whether this bipolarity will be maintained in

the future or whether the Asia-Pacific region will see a multipolarisation in the

military field as well in which the present "alliances" will be transformed into

a more loosened structure of relations which are more appropriately called

"alignments."^

American hegemony, which was pre-eminent until the beginning of the

1970s, is currently seen to be weakening, largely as a result of shifts in the

balance of economic power between the US on the one hand and Japan and

other US allies on the other. There is the fear that this development could lead

to a power vacuum in the future with the danger that other great powers would

compete to fill in the vacuum.

In his recent book, The Rise and Fall of the Great Powers, Paul Kennedy

essentially addressed the above issue, which is currently widely debated in the

US.2 Kennedy questioned whether the US, which experiences a decline in

economic power relative to Japan (and West Germany) - especially in this

decade - but remains responsible for the huge defence burden of the Free

World, could maintain its position as a hegemon in the world or in the Asia-

Pacific region.

In concrete terms, it is questioned whether the US, whose share in the GNP
of the Free World is about 35 per cent could sustain a defence budget which

amounts to about 60 per cent of the Free World's total defence budget.

By drawing a comparison with the decline of the British Empire since the

1870s, Kennedy concluded that the US is experiencing a decline in its relative

power and influence from the hegemonic position it acquired since World War

II. He proposed that America must find ways to reverse this trend.

It should be noted here that what is happening with the US is a relative

weakening, partly due to the rapid economic growth of other countries

~ Japan and Western Europe in particular - over the past 40 years, and partly

because the US itself faces a number of problems which stifle, its economic

growth. The latter includes weaknesses in the educational system, low levels of

savings, a huge trade deficit due to excessive imports of consumer goods, a

huge budget deficit resulting from erroneous macro-economic policies, as well

as increases in defence expenditures.

'See Robert A. Scalapino, "Asia's Future," Foreign Affairs. Vol. 66, No. 1 (Fall 1987).

2paul Kennedy, The Rise and Fall of the Great Powers: Economic Change and Military Con-

flict from 1500 to 2000 (New York: Random House, 1987).
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Kennedy himself argued that the decline in hegemonic power and influence
need not be hnear and could take a long time. With Great Britain, for instance
that was thought to begin to decline with the loss of its colony in America al
the end of the 18th century, turned to become an even more eminent power
under the rule of Queen Victoria and was able to maintain its power for over
100 years until the end of World War II in the middle of this 20th century
Similarly, the Roman Empire was able to survive for three centuries after
Tacitus declared its fall, and the Habsburg Principality was able to last for 100
years after its defeat in Austerlitz.^ William Pfaff suggested that countries
such as Japan, Germany and France, which experienced what was then
thought to be fatal defeats, were able to re-emerge. George Will has reminded
us that after all the rise and fall of a hegemon do not solely depend on
economic factors.'*

As far as the US hegemonic position in the future is concerned, Kennedy's
prognosis will depend on the reactions of the American leadership and public,
and their determination to restore America's economic power before it has
reached a point of no return. Kennedy himself believed that the US can do so
by introducing more meaningful burden sharing schemes with its allies, im-
proving the structure of the economy - which still is the world's largest -
among other things through increased R&D activities, improvement of the
education system, adoption of an appropriate and consistent military strategy
for the longer-term, and the enhancement of diplomatic capabilities to
counterbalance its decline in military capabilities in the future.^

As things stand today, US policies towards the Asia-Pacific region are
quite stable because they essentially are bipartisan, both in the Administration
and in the Congress. The consistency of US policies in the Asia-Pacific region
is felt since 1975. after the fall of South Vietnam, with the exception perhaps
of the early years of Carter in office. Initially President Carter planned to
withdraw US troops from South Korea and to reduce the capacities of the US
Navy and Air Force in the Western Pacific as stated during his 1976 presiden-
tial campaigns.

Indeed, the Vietnam War has caused great reluctance on the part of the US
to involve its troops in local or regional conflicts, especially in the Asia-Pacific

^Edward Luttwak, "How and Why are the Mighty Fallen," The Guardian Weekly. February
21, 1988.

"•See William Pfaff, "America Is in Decline if It Chooses to Be," International Herald
Tribune, February 10, 1988; also George F. Will, "Talk of U.S. Decline Comes Too Easily," In-
ternational Herald Tribune, March 3, 1988.

^Paul Kennedy, "Decline -- Not Necessarily Fall -- of the American Empire, " Washington
Post. February 7, 1988.
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region. Until today it is still being debated to what extent America's vital in-

terest is which justifies such an involvement. However, the trauma of the Viet-

nam War has been largely overcome now so that the implementation of

American foreign policy has become more balanced.

A closer examination would show that US interests toward the Asia-Pacific

region has increased in the 1980s due to following reasons:

a. since 1982 its trade with the Pacific surpassed its trade with the Atlantic;

b. the increase of Asian immigrants, particularly from Indochina, to the US;

c. the US Administration is led by a president and a foreign minister who

come from the West Coast and therefore have sufficient knowledge of the

Pacific;

d. the Asia-Pacific region is the fastest growing and most dynamic economic

region in the world;

e. the region's stability is relatively greater than that in the Middle East, Af-

rica or Latin America.

The Reagan Administration has been able to increase US military capabili-

ties, both globally and in the Asia-Pacific region, especially its naval and air

power and in terms of modern weapons. US conventional capabilities in the

Asia-Pacific region are conveniently sufficient to maintain regional peace and

stability. In view of this, it can be understood why economic development has

been the priority for the region and why nuclear weapons have not become an

issue as critical as in Europe. Even though the Japanese people remain very

sensitive to issues of nuclear weapons due to their experience in World War II,

such issues have not become the subject of heated debate because they do not

constitute a major problem for the region.

Given that present US policies towards the Asia-Pacific region are con-

sidered sufficient, the question now is how they will develop in the future. Of
great importance is the fact that US economic capabilities today can no longer

support its continued presence in the region. Therefore, the US will need to

formulate new ways and approaches to maintain a power balance which is

favourable to itself in this region. The serious budget constraint for its defence

is already felt now, and all presidential candidates have pledged for cuts in US
military spending. Moreover, it is likely that US attention in the future will be

focussed on Western Europe, the Persian Gulf and Central America, either to

contain Soviet influence there or because those regions are flash points for US
own interests. Continued relative stability and sufficiently high economic
growth in the Asia-Pacific region tend to reduce US perceived needs to focus

on this region.
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The first approach for the US to take is to formulate and negotiate for a
scheme to share the burden with its allies and friends in the region, Japan in
particular, but South Korea and Australia as well. The second approach is to
make better use of its diplomatic and political relations to strengthen its rela-
tions with Its allies and friends in the region in dealing with security and
economic problems. In the security realm, the eminent problems are the
resolution of the agreement on the US bases in the Philippines and the
maintenance of a balanced relationship with China and ASEAN. In the
economic field, they include the resolution of trade frictions with Japan and
the Asian NICs and on the issue of protection of intellectual property rights by
the developing countries in the region.

The major issue the US faces in sharing the burden in the region is with
regard to the structuring of its relations with Japan for a longer-term: Japan is

the main ally of the US in the region and at the same time its main economic
competitor.

The short-term will see a great deal of tensions and conflicts between Japan
and the US which are highly emotional in nature. This results from their huge
trade imbalances, the openness of the Japanese market to American products
and firms, the ability of US construction companies to participate in major
public projects in Japan, the competition in superconductors and other high-
tech items, the embargo of sophisticated technologies to the Soviet bloc, and
other issues. There is always the danger that these issues could disrupt US-
Japan security relations. In view of the high degree of economic integration
between Japan and the US, such emotional tension and competition could
severely damage the most important relationship in the Pacific, and eventually
both parties involved would be greatly injured. For instance, US actions in

retaliation against Toshiba to withhold the purchase of the latter's products
were not in the interest of US Department of Defence, which then proposed to

revoke the action. It should also be noted that since 1987 the majority of US
securities was no longer purchased by Japanese private investors but by the

Japanese government ~ and European Governments ~ to help stabilise the US
economy.

Intensive relations and even integration between the US and Japan are not

confined to the economic field only but also extend to the political and security

fields. Thus far, co-operation in defence continues to proceed quite smoothly
since it is unaffected by tensions in the economic field. It even appears that the

Japanese have increased their co-operation in defence with the aim of

alleviating in part their trade problems. Indeed, US-Japan defence co-
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Operation will become the focus in their future relationship and will not be suf-

ficient to entirely overcome tensions in the economic field which must be dealt

with separately. Moreover, their security and defence relations could be

harmed if they are further induced to compensate for the tense relations in the

economic field.

Meanwhile, Japan has already increased its defence expenditures above the

1 per cent of its GNP level, namely to 1.01 per cent or US$28 billion. Ac-

cording to NATO estimates, Japan's military expenditures already reached 1.5

per cent of its GNP, or about US$40 billion, if pensions and fringe benefits ac-

cruing to SDF (Self Defence Forces) personnel are included, which is higher

than defence expenditures in Britain, France or West Germany.^ In addition,

the Japanese SDF has extended its operation to include the protection of sea

lanes of 1,000 nautical miles to the South and Southeast, and may also stretch

to the East in the future.

Japan is engaged in intensive joint-exercises with the US and in the transfer

of technology to the US, including participation in the SDI programme. Japan

is also paying the largest sum for US troops stationed in Japan, amounting to

US$2.5 billion per year ~ or a subsidy of US$450 per capita ~ including for

facilities of the location and salaries of local personnel. Japan will also be in-

volved in a co-production of the F-16 with the US and therefore has cancelled

the production of its own airplanes.

In the context of burden sharing, Japan will be pressured to continue to in-

crease its defence expenditures in the future. However, it is not easy to identify

what capabilities Japan should further develop when it has completed the up-

grading of its Land SDF capabilities in the Hakkaido islands to be able to deal

with a possible Soviet attack. A possibility would be to increase Japan's finan-

cial assistance in the form of security supporting assistance of the kind already

provided to countries that found themselves in a precarious security situation

such as Thailand, Pakistan, Egypt, Turkey, the Philippines, and lately also the

Persian Gulf.

Japan may need to design a scheme to contribute financially to the

maintenance of US military bases in the Philippines which indeed are of great

importance to Japan's own security. In war time those bases are to function as

the main supporting facility to US forces and Japan's SDF in their mission to

destroy Soviet bases and SLBMs in the Okhotsk Sea and Japan's surrounding

^According to NATO, the 1987 defense expenditures were US$288.4 billion in the US; US$34.5
billion in France; US$34.2 billion in West Germany; and, US$31 .8 billion in Britain.
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waters -- Japan's main theatre of conflict. In addition, the bases in the Philip-

pines also contribute to maintaining the freedom and security of sea lines of

communication (SLOC) in the entire Asia-Pacific region, the Indian Ocean
and the Persian Gulf from Soviet submarine attacks.

In peace time the bases are considered necessary to contribute to US
political presence in the Asia-Pacific region in maintaining a balance of power

which is favourable to Japan's and ASEAN's economic development. They
are also conceived to function as a deterrent to possible disturbances to the

SLOC caused by Soviet facilities in Cam Ranh and Danang.

A larger defence role by Japan in the Asia-Pacific region than it assumes

today will only cause a revival of fears and antagonism in the region. The past

three years already saw the emergence of such fears which have been rein-

forced by internal political developments in Japan itself with the rise of ex-

treme rightist groups and narrow nationalism, as manifested in efforts to re-

write Japan's history, official visits by government members to the Meiji

Shrine to worship the soldiers who were killed in World War II, development

of theories based on extreme nationalist ideas, and the terrorising and murder

of leftist journalists.

Japan's defence capability today includes the defence of its homeland and

surrounding waters, the protection of its three important straits through ASW
(anti submarine warfare) capabilities, and that of the 1,000 nautical miles of

sea lanes to the South and the Southeast. Further augmentation of these

capabilities definitely implies an increase of offensive capabilities, namely

strategic naval and air capabilities, which would undo the stability they are

meant to produce.

What Japan can do in the context of burden sharing and which is in accor-

dance with its idea of comprehensive security is to perform a broader and more

imaginative political and economic role. Japan's increased economic

assistance to the developing world, particularly those in the Asia-Pacific

region, should be seen as Japan's main political role. The US capability in this

field is already reduced significantly, and Japan is very much in the position to

step in.

Regular political consultations between the US and Japan should become

an institutionalised feature in their relations. They should jointly identify what

they can do to help countries or regions maintain political stability. For in-

stance, both Japan and US could co-ordinate their efforts to assist the Pacific
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island countries nxaintain their viability; to give support to a politically stable

and democratic development in the Philippines and South Korea, as well as to

contribute to ASEAN regional co-operation.

Although the vital importance of US-Japan relations is well recognised by

both sides, both countries lack consistency in and the institutional mechanism

within each government for the formulation and implementation of policies

towards each other. Therefore, there is still some possibility for the relation-

ship to explode. Japan then may choose to adopt a go-it-alone attitude, even in

its defence. Prime Minister Lee Kuan Yew considered this the worst case

scenario and a nightmare for the regionJ 'He saw such possibility to materialise

if the US was forced to unilaterally withdraw from the region because the

American public opinion would no longer support the presence of American

troops, air and naval capabilities in the Asia-Pacific because of their high cost,

while a fair sharing of the burden was considered to be far from being met.

Another reason which would prompt the withdrawal was if wrong signals

were received by the American public opinion, for instance if the US was asked

to leave its bases from the Philippines, which could be read as an indication

that the US was no longer welcome in the Asia-Pacific region or in Southeast

Asia. This possibility is not unlikely to occur in view of the emotions of the US
public today. Should this happen, the US will withdraw its forces to Hawaii or

to the West Coast of its continent and accelerate its withdrawal from the entire

region. A similar situation is already taking place in Europe in which the US
threatens to totally withdraw its F-16 squadron from the air base in Madrid if

its NATO allies refuse to pay the costs for its relocation to Sicily in Italy.

A US military withdrawal from the Asia-Pacific region would automatical-

ly lead to a withdrawal or reduction of its political and economic presence,

particularly from Southeast Asia. However, this may lead to an increasing

presence in the Northeast Asian sub-region which is of much greater interest to

the US, economically and also in security terms.

A second reason for Japan to resort to total rearmament could come from
within Japan itself when its people, the younger generation in particular, could
no longer accept the charges that any economic tension with the US and the
European Community is caused by Japan. They would perceive such accusa-
tion as essentially racialist in the sense that the white race ~ Americans and

the lOOth Anniversary of the International Herald Tribune. Singapore, November
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Europeans -- could not accept the fact that the Japanese nation could become
the No. 1 nation in the world in the economic front, including in the develop-
ment of high technology.

While the chances, are slim, a unilateral action of the above nature by
Japan would be a traumatic event for the Japanese body politic itself, because

essentially Japan is not ready to take such an extreme direction. It is only quite

recently that the Japanese public has come to accept an increase in its defence

capabilities and to share the US defence burden.

Nonetheless, Japan's emergence as a global economic power with increased

military capabilities would fundamentally shift the power balance in the Asia-

Pacific region. It is in anticipation of such changes that George Packard pro-

posed to form a permanent US-Japan "committee," appropriately staffed by

persons from various walks of life, with the objective to overcome all obstacles

in the relationship and to examine areas for co-operation, including the

possibility of establishing a free trade agreement between the US and Japan.

^

In the final analysis, for US-Japan co-operation in the Pacific to be effec-

tive and positive, Japan also needs to open up to the developing countries in

the region, since Japan is one of the two main pillars of economic progress and

political stability in the region, the other pillar being the US. The need for

Japan to internationalise itself deserves no futher mentioning. It will have to

open up in line with its increasing responsibilities as a major power. For the

foreseeable future Japan will be the main economic partner of the developing

countries in the region. Therefore, it is expected to fulfill such a role in the

future.

We should now turn our discussion to the role of the Soviet Union in the

Asia-Pacific region. Although the main focus of Soviet economic reform is in

the European, more developed part of the country, it has given serious atten-

tion to the dynamic economic scene of the Asia-Pacific region which the Soviet

leaders expect to benefit in the future.

In the famous Vladivostok speech Gorbachev also proposed to take steps

to reduce tension and to promote disarmament in the region, similar to the

Helsinki agreement. The complexity of the Asia-Pacific scene and the different

security concerns of the various sub-regions in Asia and the Pacific would

render such agreement difficult to be reached. However, such possibility

should not be foreclosed, especially since some progress has been reached in

^See George R. Packard, "The Coming U.S. - Japan Crisis," Foreign Affairs (Winter

1987/1988).
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Europe. The efforts by the Soviet leadership to seriously overhaul the

economy would require the Soviet Union to make some compromises and to

reach some agreement with the US to put a brake on their arms race and global

political competition, including in the Asia-Pacific region.

In view of the above, the Soviet Union will become more selective in its

assistance to its allies - including Vietnam - and would avoid from being

drawn into supporting costly adventures. The Soviet Union is now trying to

optimise its diplomatic efforts by adopting new and more open approaches

and more flexible positions. However, due to the rather negative image

resulting from its past practices in diplomacy, it will take some time before the

countries in the Asia-Pacific region could be confident and feel comfortable in

dealing with the Soviet Union.

Sino-Soviet relations have greatly improved in the past few years and can

be expected to become relatively stable. However, this relationship is not likely

to be transformed into an alliance as existed in the 1950s, since China would

refuse to enter into such a. relationship.

The relations between the Soviet Union and Japan will continue to be a dif-

ficult one to manage. One important factor is the increase in Soviet military

capabilities in the Asia-Pacific region in the past 15 years which directly affect

Japan's security. Another factor is the dim prospects for a peaceful resolution

of the status of the four islands north of Japan. The economic attractiveness

of the Soviet Union, especially Siberia's natural resources, to Japan has great-

ly diminished, partly as a result of Japan's greater economic integration with

the United States. However, the gradual reduction of tension between the US
and the Soviet Union and the recent successful completion of the INF (Inter-

mediate Nuclear Forces) agreement could have a favourable effect on the rela-

tions between Japan and the Soviet Union. This development also could con-
tribute to a greater stability in the entire Asia-Pacific region, including
Southeast Asia.

Until today, the Soviet presence in Southeast Asia is primarily military in
nature, as manifested in the use of military facilities in Vietnam (Danang and
Cam Ranh). Although Soviet military capabilities there are no comparison to
US capabilities in Subic and Clark, those facilities enable the Soviet Union to
project its power in the Indian Ocean, to disrupt SLOC in case of a conflict
situation, and to undertake surveillance and intelligence activities in Southeast
Asia.
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Diversification of Soviet's role in Southeast Asia appears to be given some
priority in the Soviet agenda. Improvement of relations between ASEAN and
the Soviet Union could result in greater economic relations and a more active

participation by the Soviet Union in resolving the Kampuchean conflict.

China's role in the Asia-Pacific region has become much more pronounced
since this country opened up to the world. The beginning of 1987 saw some
uncertainty in regard to the continuation of that policy with the removal of Hu
Yao-bang, but the 13th Congress of the Chinese Communist Party (CCP) in

October 1987 reiterated the party's support for Deng Xiao-ping's modernisa-
tion policy. It appears now that the next 10 to 15 years would allow China to

pursue with its modernisation with greater vigour.

Viewed from Southeast Asia's strategic perspective, the question is whether

a modern and economically developed China would become a greater threat to

the region as it would possess greater capabilities to exercise its hegemony over

Southeast Asia.

Indeed there are still many sources of potential conflicts between China

and the countries in Southeast Asia. The main ones are the overlapping of ter-

ritorial claims in the South China Sea, such as over the Paracel islands (be-

tween China and Vietnam), and the Spratley island (among China, Vietnam,

Taiwan, Malaysia, and the Philippines). In the case of the Spratleys, in the last

two months China has demonstrated its readiness to use military force.

In addition. Southeast Asian countries have legitimate reasons to remain

suspicious of China's intentions because it still justifies the use of party-to-

party solidarity and relations as an instrument for intervention and subver-

sion. One should note, however, that this instrument is no longer effective in

view of the fact that the countries in Southeast Asia have become much more

resilient today than 10 or 15 years ago. In addition, the attractiveness of com-

munist ideology to the populace in the region has largely diminished today.

A remaining unresolved issue relates to China's ambiguous policy with

regard to the "overseas Chinese" question, especially as it frustrates the ef-

forts towards nation-building in Southeast Asia, particularly in Malaysia and

Indonesia.

With the exception of Vietnam, all countries in Southeast Asia tend to

believe that in the next 10 to 15 years China will attempt to improve and

strengthen its relations with Southeast Asian countries as it is in its own in-
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terest to do so. Therefore, it will restrain itself and refrain from intervening in

the internal affairs of other countries. It is clear, however, that China will

become a more serious economic competitor to the ASEAN countries. Never-

theless ASEAN countries should not overlook the economic and trade oppor-

tunities that China's modernisation could offer them. As a member of the

Third World, China could also become a strong partner of ASEAN in many

international fora.

China has an important role to play in resolving the Kampuchean conflict

because of its influence over the Khmer Rouge and its military pressures

against Vietnam on their borders. Normalisation of Sino-Soviet relations

could lead to some compromise which could favourably effect the efforts to

resolve the Kanipuchean conflict.

China's relations with the other great powers will remain good although

not without problems. The nature of which the Hong Kong, Macau and

Taiwan problems would be resolved would significantly influence the direction

of US-China relations in the future. Sino-Japanese relations will continue to

be ambivalent in nature. China needs Japan as a source of capital and techno-

logy but it remains suspicious of Japan both for historical reasons and because

they are natural rivals in Asia. The continued increase in China-Japan

economic relations should be expected, but both sides will remain reserved in

their pohtical and security relations for a number of years to come.

CONCLUSIONS

The above examination suggests that developments in the Asia-Pacific

region in the future are quite encouraging. The likelihood of an outbreak of

war or a major conflict directly involving the superpowers or the great powers

is significantly reduced. Firstly, this is so because nuclear weapons provide an

effective deterrent to it. Secondly, because the trend towards a general reduc-

tion of tension and disarmament would continue to be strengthen as a result of

economic constraints on the part of the great powers, with the exception of

Japan. Japan will continue to be pressured to increase its military defence

capabilities in the context of burden sharing with the US. The likelihood of
Japan to unilaterally rearm itself is quite small, but joint efforts must be taken
to prevent such a development.

Another factor rests with the fact that economic development has become
the focus of all countries in the region, both market economies and centrally
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planned economies. The challenges faced by all these countries are manifold
and most of them can only be resolved globally. However, the Asia-Pacific
region has good chances to overcome those problems as most governments in
this region have adopted pragmatic and flexible policies.

As a consequence of economic progress, countries in the region will face
the challenge to develop more open poUtical systems. Such trends can be
observed not only in semi- or soft-authoritarian states such as South Korea,
Taiwan, Thailand or Indonesia but also in the socialist countries, China, the
Soviet Union and Vietnam, albeit with different intensities and by various
ways as well as with different results.

Regional co-operation in Asia-Pacific has become more relevant, par-
ticularly among the developing countries. Apart from ASEAN in Southeast
Asia, SAARC in South Asia, and the South Pacific Forum among the Pacific
island countries, an informal regional economic alignment' has also emerged in

Northeast Asia.

Despite the above encoui-aging trends, the Asia-Pacific region faces a host
of uncertainties due to the fluid security situation, the possibility that existing

alignments might change and that the balance of power might shift, in addi-
tion to the uncertainties in the global economy and the difficulties for many
countries to adjust themselves to fundamental changes in the international

economy.

Therefore, the developing countries in the Asia-Pacific region are faced

with grave challenges but they cannot escape them. In dealing with them, these

countries must continue with the efforts to strengthen their national resilience.

This entails sound economic management as well as political development and
institutionalisation. They should also establish co-operation with each other to

help maintain regional stability by strengthening regional resilience. The third

ASEAN Summit in Manila in December 1987 has successfully charted the

direction of ASEAN's future economic co-operation. If implemented accor-

dingly, ASEAN would remain to be seen by the younger generation as a viable

regional structure. In the final analysis, it should also be recognised that

regional stability in Southeast Asia would also depend on ASEAN's success in

structuring a balanced relationship with all the four great powers. The discus-

sion on the role of the great powers, including on the burden sharing between

the US and Japan and on the US bases in the Philippines, becomes one of

relevance to Southeast Asia when viewed from that perspective.
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Critical Points of Development

Planning and Development in In-

donesia (in Indonesian: Perencanaan

dan Pembangunan di Indonesia) by

Hendra Esmara, Jakarta: Gramedia,

1986, xxix + 426 pp. This review arti-

cle by Sugiarto Sargo is translated

from Suara Karya, Januari 9 1987.

Development planning is a reflection of a

desire to achieve a much better future com-

pared with that of the past. This means that

development planning constitutes a political

document attempting to translate the ideology

commonly agreed upon into various develop-

ment policies.

The development process being the im-

plementation of the development planning,

does not always accord with the framework of

the planning proper. It is unavoidable that the

implementation of the planning will be accom-

panied by the elevation of aspiration, change

of standards and that of the economic and poli-

tical development.

Hence a development planning has to be

critically analysed in order to have the critical

points to be faced in its implementation. The

results of the development process must also be

open to assessment by using certain develop-

ment indicators.

Hendra Esmara attempts to make a critical

analysis on the development planning and the

process of development in Indonesia on the

basis of Pelita IV (The Fourth Five-Year

Development Plan) as a frame of reference.

Based on that analysis it is expected that

various prospects and problems to be faced in

Indonesia's development process can be un-

folded.

The Professor of Development Planning

from the Andalas University, Padang uses five

types of approach in this book which comprises

11 chapters: First, a critical analysis on the

framework of Repelita IV. Second, a thorough

study on various aspects of employment oppor-

tunity in Repelita IV and related issues. Third,

a review of Indonesia's imbalanced economic

structure and its impact on regional develop-

ment. Fourth, a study of the development of

poverty either in its relationship with national

discipline, concept and method, or with the

role of education in the effort to overcome the

problem of poverty. Fifth, the organisation of

a set of development indicators to monitor the

course of Indonesia's development. The decade

of Indonesia's development during 1970-1980

may be said to indicate the successful per-

formance so that the Indonesian government

courageously sets Repelita VI as the take off
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stage. One of the indicators of the successful

performance of the development of that period

was the decline of the poverty level from 62 per

cent to 11.8 per cent. However, since the In-

donesian people entered Repelita IV Indone-

sia's development problem has become increas-

ingly serious.

The author shows various critical points

which will affect the implementation of the

development programme, namely the increas-

ing need for foreign exchange, the increasingly

heavier debt burden, the use of technology that

tends tO' shift towards a capital intensive one,

the too high level of open unemployment rate,

the pattern of inequitable distribution of in-

come which does not change, and the "austere

measures" which have become more austere

(p. 79).

How should the problem be solved? This

book which contains a compilation of essays

written between 1974-1984 does not seem to

pretend towards that direction. This book

places more emphasis on the search for and

formulation of a model of analysis instruments

on the planning and process of development in

Indonesia.

Prof. Sumitro Djojohadikusumo optimisti-

cally states in the introduction that the analysis

instruments which the head of the Andalas

University Research Centre attempts to

develop may function as the model in dis-

cussing the next consecutive Repelitas. This

certainly calls for further improvements, such

as the writer's ideas on the aspects of the

economic development, distribution of in-

come, development administration, and politi-

cal development to be used as Indonesia's

development indicator (p. 413).

Although Pelita IV being the core of this

discussion is nearly terminated, this book is

still worth reading since the discussions place

more emphasis on the conceptual and metho-

dological study. It is not an exaggeration if this

book is recommended to be used as a textbook

on economic development.

Ten Factors Leading
to High Cost Economy

Enhancing National Efficiency (in In-

donesian: Meningkatkan Efisiensi

Nasional) by Mubyarto and Edy
Suandi Hamid. Yogyakarta: BPEE,
1981, 232 pp. This review article by

M. Alwan is translated from Suara

Karya, December 4 1987.

Efficiency may be defmed as a condition in

which the maximum benefit may be obtained

on the basis of a certain sacrifice, or in order to

acquire a certain benefit, the smallest possible

sacrifice is needed. Benefit and sacrifice in this

case can be defined either in its narrow sense

(in economic terms only) or in a broader sense

(including the non-economic aspects). If it is

taken in its broader sense, the problem of effi-

ciency is that of any nation, of any era and to

any social system Giberal, socialist, Pancasila

or any other system). The development endea-

vour itself can even be perceived as an effort to

achieve efficiency, in the sense of making the

greatest possible effort to achieve "benefit" in

terms of a maximum and sustained welfare for

the whole of the people on the basis of a certain

"sacrifice" in terms of exploiting all achieve-

ments, natural wealth and development capital

owned by the nation. Hence there is no contra-

diction whatsoever between efficiency and de-

velopment. This book is a compilation of a

number of writings highlighting the problem of

efficiency, edited by Prof. Mubyarto and Edy

Suandi Hamid. Some chapters explicitly

analyse the connection between efficiency and

equity or the problem of growth and equity.

EFFICIENCY AND EQUITY

Mubyarto finds out a very interesting reali-

ty in Indonesia's global economy. In Chapter
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II, which highlights the Pancasila economic

system from various aspects up to the Pan-

casila economy in practice, to be linked there-

after with the national efficiency issue, it is

held that at the time when the economy will

make headway the demand of the society for

equity will be vocal. While the demand for an

efficient economy emerges at the time when the

economic situation is slowing down and when

there is concern. This is, according to the

author, due to the fact that at the time of high

economic growth which is usually accompanied

by the increasingly unequal distribution of in-

come, is being considered' as inequity. On the

other hand, at the time of an economic slump,

both the rich and the poor will face difficulties,

and will simultaneously and jointly make ef-

forts to solve the economic problem. Accor-

dingly, an effort and strong desire to make the

existing production sectors efficacious will

emerge (pp. 34-36).

The contention is that actually efficiency

and equity in Indonesia's economy is not a new

or strange issue, particularly for researchers in

the field of economy and development. It ap-

pears that the issue on efficiency and inefficien-

cy is inseparable from that of equity and ine-

quity. However, the existence of inefficiency or

high cost economy is not merely an economic

process. Non-economic factors, such as socio-

cultural ones which are deeply rooted in socie-

ty, may also contribute to the emergence of in-

efficiency. Economic rationality may be

pushed aside by the urgency of social and even

by psychic needs, which eventually will lead to

high-cost economy.

Nurimansyah, an industrial economist, ap-

parently intends only to "challenge" experts of

other disciplines, aside from that of economy,

to jointly study this issue on inefficiency as in

Chapter III of this book he does not highlight

issues on non-economic factors that generated

high cost economy, with the underlying argu-

ment that they are too difficult to be observed

by economists. Aside from elaborating the ten

factors being the causes of high cost economy
and illustrating through clear diagrammes the

effects of the mentioned high-cost economy, he

specifically highlights the inefficiency in the

processing industry. He points out that from

the various existing kinds of industry, if one

compares the efficiency level of the industry in

1975 with that of 1982, except that of food,

beverages and tobacco industries, one will

notice a decline. Given the maturity stage of

the market and the consistent uncertainty of

the international market, today the efficiency

level of mentioned industry has become in-

creasingly lower. One of the causes of this in-

efficiency is the excessively high protection (pp.

39-50).

THE AGRICULTURAL SECTOR AND
MANAGEMENT

To date the agricultural sector has con-

stituted the basis of Indonesia's national

economy. Hence a quite large portion is con-

tributed by Gunawan Semodoningrat, an agrd-

nomist, by highlighting and studying the issue

on efficiency which is also related to equity, to

the sector which absorbs the greatest number

of the labour force. Using the criterion of

technical efficiency and relative efficiency in

his approach, he points out that high produc-

tivity at the agricultural level turns out not to

yield the expected result consistently. In some

cases in the agricultural sector, particularly

that of the subsector of food agriculture, high

efficiency appears to deviate from the principle

of equity. The existence of the intensification

programme has made the exploitation of the

labour force more efficient. The surplus supply

of labour force has decreased the level of

wages. Besides, the increase of that productivi-

ty has in turn increased the supply of food pro-

ducts, whereas on the other hand, the existing

markets are unable to absorb all of those pro-

ducts. Owing to such a reality the increasingly

efficient producer farmers do not automatical-

ly benefit from their successful performance,

notwithstanding their efficiency, so that the

threat of poverty still looms in the rural areas

though efficacy has been enhanced (pp.

116-117).
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In the light of efficiency, viewed from the

angle of management, this book makes it clear

that there has actually been quite a few facili-

ties provided by the government to promote the

efficiency of both large-scale and small-scale

companies. Nevertheless, the outcome has not

as yet been encouraging. This is reflected from
the low competitiveness of Indonesian com-
panies in the world markets (pp. 177-196). As
to the fact that in some companies where the

top management always heralds the term of ef-

ficiency, the management by their managers
has brought about a great deal of inefficien-

cies. It has been contended that in order to

enhance efficiency the top management has to

create a systematic programme to curtail the

cost. The programme concerned has to be

supervised and implemented concertedly, and

also accompanied by an assessment on the per-

formance of the managers concerned (pp.

195-196).

This is a bird's eye view of the thoughts ex-

pressed in the writings compiled in this book.

In order to trace back the background under-

lying those thoughts it is indeed not enough if

one stops here. This book may lead and invite

the readers to further comprehend more deeply

those thoughts by studying everything pre-

sented in this book.

Portrait of a Village Chief

Local Leadership in Development (in

Indonesian: Ojo Dumeh, Kepemim-
pinan Lokal dalam Pembangunari) by

Nixo Schulte Nordholt. Jakarta: Pus-

taka Sinar Harapan, 1987, 556 pp.

This review article by Prijono Tjipto-

herijanto is translated from Tempo,

May 16 1987.

There are certain requirements demanded
by the rural community from their leaders. In

villages on the island of Java, a village chief is

often called pamong (guardian). This is not
without any purpose. To the rural community
in Java, pamong may have the meaning of
"one who is able to serve as guardian (nge-

mongj." However, apart from that a pamong
should also be able to talk (ngomong)/com-

municate. Furthermore, a village chief should

be prepared to become the object of talks fdi-

omong-ke). That is why the task of a village

chief as perceived by the Javanese community
is not an easy one. Aside from having the capa-

bility of guardianship over village community
members, a kind of primordial patron-client

relationship, he must also be communicative

and always be open to criticisms. Such an at-

titude is without doubt required from actors

who are influential in rural development.

However, to what extent the actor could play

the required external role, there are other fac-

tors which influence it. Particularly the envi-

ronmental factor which not only comes from
the villagers who are his subjects but also from

those "beyond the village" (his superiors). It is

exactly the latter who are difficult to be dis-

obeyed. Accordingly, very often the village

chief is compelled to be ambiguous. He is to

serve as a father to the villagers and concur-

rently serving the interests of "those beyond

the village." To what extent a village head is

able to appear perfectly in "two faces,"

depends greatly on his adaptability and per-

sonality as a leader in the rural development

process.

Quoting from D.D. Fagg, the general traits

applicable to high quality leadership, namely:

(a) orang pinter (intelligent person), meaning

astute and eloquent; (b) ingkang ngertos (who

understands), a leader who can understand the

feelings of his people; (c) a strong person,

especially his personality; (d) a noble person

who is broadminded with a noble spirit and

very generous in material terms; and (e) tiyang

saged (a capable person), capable of getting

things done, Nico Schulte Nordholt conducted

his research on the leadership of camats (sub-
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district heads) and lurahs (village heads) in

rural development. The sub-district areas of his

choice were: the sub-district of Gunungsari, a

remote mountainous area, the Kaliwangi sub-

district, a fertile river valley and the Pasisir

sub-district, a littoral area. The areas are

situated in Central Java. They were those areas

he choose in order that he won't repeat D.D.

Fagg's research which was centred only on one

sub-district. Besides, the research conducted on

the leadership of the camat-lurah purported to

extend the basis of the relationship so as not to

cover only the role of the camat and his office.

Meanwhile in order to know to what extent

the leadership of the lowest level is acceptable,

the author need to clarify the terminologies fre-

quently used such as: participation, develop-

ment, deliberation, authority and the relations

between leader and followers.

As is the case with some other researches on

rural development, the role of the present day

sub-district head apparently has not as yet

changed but remains as it was during the period

before the war. Sub-district heads serve to

function more as the "extension" of the re-

gents' executive authority rather than being ef-

fective as "linking chains." They are more like

"blind ends" of the central government ap-

paratus (p. 193). This fact is among other

things due to the increase of the number of de-

velopment projects undertaken by the central

goverrmient and has made many sub-district

heads "turn" his attention more upwards. Not

to mention the perception on rural develop-

ment as depicted by the state often differs

widely from that desired by the village itself.

This book is full of examples that a develop-

ment process will not very likely be acceptable

to the local people, if it provides a perception

which is rather different from the one prevail-

ing in the life of the community concerned.

Aside from that the reluctance of camats (sub-

district heads) to be identical to the tiyang alit

(small people) is an attitude that one frequently

notices in the personality of local leaders since

the decade of the 1970s. The "upward" orien-

tation seems to have washed away those

characteristics which should have been appre-

ciated as being the good virtues.

Not very different from the position of the

sub-district head is the role of the village head

(lurah) who is expected to be: "the key person

for rural development" but has similarly not

been realised. Almost every initiative from the

village is suppressed. Decision making on the

village level becomes a mere policy "assurance"

matter. There is hardly any deliberation in the

truest sense of the word (p. 331). As is the case

with sub-district heads, lurahs are also more

"upwardly" oriented in carrying out develop-

ment programmes. All these are in line with

analysis by Yumiko M. Prijono and Prijono

Tjiptoherijanto with regard to the notes

presented in their book entitled Demokrasi di

Pedesaan Jawa (Democracy in the Rural Areas

of Java), which was also based on a hipothesis

of the role of lurahs in the rural development

process during the period of the early 1970s.

Two interesting points put forward by Nico

Nordholt in this book, with regard to the role

of lurahs, are the similarities found in the 1970s

and that of the colonial period. Firstly, the fact

that it is precisely those persons with obscure

characters are the ones attracted to occupy the

position of lurahs. Secondly, the government is

more inclined to deal with several thousands

lurahs rather than with millions of villagers.

Today, at a time when communication

means and infrastructures have become in-

creasingly more sophisticated, both short-

comings should be gradually overcome. Other-

wise the "upward orientation while trampling

on the heads of their subjects" will continue in

the ongoing rural development process.

Some descriptions presented in this book,

being the outcome of a field research conducted

approximately two years ago, describe the

dualistic position of the lurah since time im-

memorial. And apparently such a situation can
still be observed in today's development era.

This dualistic character has become stronger

since there is hardly any private organisation

that is able to move freely in rural areas.
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As a consequence, a great number of

regional development programmes are tackled

directly by government agencies. Whereas such

a style of development which is in line with the

government's taste can more or less be assessed

as being in the nature of a command which

exerts pressure on those on the lower level.

Consequently, deliberation, which used to be

characteristics of the rural community since

olden times, is not realised.

In such a situation, the virtue of daring to

forward one's view in a frank manner (blaka),

gradually vanishes. Whereas it is this kind of

virtue that needs to be cultivated in a develop-

ment era; in accordance with Javanese genuine

tata krama (ethics).

Nowadays, it is indeed difficult to take a

frank attitude. Originally an idea came up to il-

lustrate the cover of the book with the play

"Petruk Jadi Raja," (Petruk Becomes a King),

which seems more appropriate pursuant to the

message that the author wants to get across.

However, it has changed and becomes instead a

cover illustration depicting how difficult it is to

take a frank attitude (blaka) in a situation com-

monly faced today. However, we should still

try it as far possible.

Analysing the Demographic
Dimension of Indonesia's De-

velopment

The Demographic Dimension in Indo-

nesia's Development by Graeme J.

Hugo, T.H. Hull, V.J. Hull, Gavin

W. Jones (Singapore: Oxford Uni-

versity Press, 1987), 404 pp. This

review article by Riwanto Tirtosu-

darmo is translated from the Kompas,

November 22 1987.

In any scientific study on Indonesia, the

demographic aspect is always mentioned as a

dimension to be reckoned with. It is a fact

however that so far there has not been any

serious study analysing this demographic

dimension comprehensively, especially with

regard to its reciprocal relationship with other

dimensions beyond that of demography.

Nevertheless if viewed from its history, demo-

graphy always contains in itself elements of

social sciences which are strongly policy

oriented.

Today, although the development of demo-

graphic studies in Indonesia is encouraging,

one is to admit that those studies are in general

fragmentary in nature and are only confined to

a certain aspect or problem. The study once

conducted by Prof. Widjojo Nitisastro, which

was published in 1970, entitled Population

Trends in Indonesia (hence not longer than a

quarter of a century as stated in the intro-

duction of this book), though being a very im-

portant study, it still has to be viewed as one

which merely analysed the demographic aspect

and did not relate much to other aspects

beyond the demographic one. The existence of

such a vacuum may in fact be understood since

the problem is very broad and complex. Even

at the global level the discipline of demography

has not as yet shifted from its fragmentary

character and no significant effort has been

made for a breakthrough from this ossified

state.

In such a vacuum situation the publication

of this book which is written by four demo-

graphists from the Australian National Univer-

sity, Australia, is indeed a breakthrough, not

only amongst academicians in Indonesia but

also in the international world.

COMPREHENSIVE

In conformity with its title, this book

presents an elaboration of the demographic

dimension of the development in Indonesia,
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particularly since the New Order period. Un-

like the demographic studies which have so far

been fragmentary in nature, this book attempts

to be comprehensive. The assumption made by

the four writers of this book is more or less

concerned with the fact that various changes

and demographic tendencies prevailing in In-

donesia sofar has to be viewed in its close and

reciprocal relationship with the process of

economic development and the current social

change.

Obviously, to conduct such a comprehen-

sive study is not an easy task, even by a very ex-

perienced expert. Aside from the demographic

dimension itself being very broad and varied in

nature, the development in Indonesia also con-

stitutes a multi-faceted problem. The geogra-

phic, historical or socio-political aspects of the

development in Indonesia are not only com-

plicated but they also have become a unity

which is not easy to analyse it by units.

This book is divided into 1 1 chapters which

in view of the contents of each chapter can be

grouped into three large sections. The first sec-

tion comprises the three first chapters (chapter

1, 2, and 3) which on the whole elaborates on

the background and at the same time the con-

text of the development in Indonesia. It is in

the context of this first section than an indepth

discussion on each aspect of the demographic

dimension is always made, so that the analysis

presented in it is always meaningful and its

close relationship with various broader econo-

mic, social and political changes is discernible.

Chapter 1 presents a theoretical analysis on the

relationship between the change in demo-

graphy and that of development, as has been

shown by various studies at the international

level. Furthermore, various aspects are ela-

borated in a quite detailed manner, for exam-

ple, the geographical, ethnolinguistic and

historical aspects which provide the back-

ground of various population changes in Indo-

nesia. Chapter 2 in particular analyses the

history of population growth in Indonesia

prior to the period of colonialism up to the pre-

sent. Chapter 3, envisions the diverse varia-

tions between regions in Indonesia which are

among other things due to the influence of the

unequal process of colonialism. The aspects

discussed encompass those of the distribution

and population density, the economic structure

and national integration.

The second section starts from Chapter 4

up to 8, containing detailed analyses on various

demographic aspects, such as Mortality and

Health Care (Chapter 4); Natality, Nuptiality

and Birth Control (Chapter 5); Type and Pat-

tern of Population Migration (Chapter 6);

Cause and Effect of Population Migration

(Chapter 7); Labour Force and Employment

(Chapter 8). In each chapter, an attempt is

made to analyse in detail the respective aspects

and their mutual relationship with the social,

economic or cultural aspects. If there are yet

shortcomings in it is because each chapter in

this section seems to be loosely connected,

which in reality may mutually affect one

another; for example, between natality and

population migration or between population

and the labour force. Perhaps, the deeply

rooted expertise on a certain aspect of demo-

graphy of the respective writer has made it dif-

ficult for them to be complementary to one

another when discussing their respective fields

of expertise.

DEMOGRAPHIC PLANNING

The third section is comprised of the last

three chapters. Chapter 9 elaborates on an

issue which has seldom been touched upon so

far by demographists, namely the process of

population planning in Indonesia. In this

chapter an analysis is made on demographic

aspects in the frame of the objectives of na-

tional development, as to how the process of

planning proceeded including the related issues

in the integration of the demographic dimen-

sion within the development programme. The

problems discussed in Chapter 9 are crucial

ones since the Indonesian government, as is the
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case with other governments in other Third

World countries, constitutes an institution

which almost totally controls and is directing

the occurring social changes.

However, one has to admit that up till now
very little effort has been made by social scien-

tists to study comprehensively the process of

the planning and implementation of a policy.

The main difficulty faced, aside from reasons

which are methodological in nature, is general-

ly due to the existing methodology which is

based on the empirical experience of developed

countries. Another difficulty is practical in

nature since governments in Third World coun-

tries are usually very sensitive with regard to

the study on "the inner world" they possess.

Hence, though the presentation in this chapter

is still far from being indepth, however as an

initial study to comprehend the process of

planning and demographic policy in Indonesia,

one should response to it favourably.

Chapter 10 specifically analyses the trends

of population change in the foreseeable future.

The projection on the number of population,

the intra-regional pattern of population

growth, urbanisation, population growth in the

rural areas of Java, the structural change of

age and labour force analysed comprehensively

on the basis of the latest population data.

Finally Chapter 11 as the concluding chapter

presents a dicussion on how the prospect of

planning is to be made by Indonesia in facing a

population tendency as elaborated in the

previous chapter. From the four writers of this

book, there seems to be no easy answer in view

of the magnitude of the issue on population

and its complex relationship with Indonesia's

development in the future.

THE PROBLEM STILL EXISTS

Notwithstanding the effort to curb the

population growth for nearly 20 years which

has shown much progress, yet Indonesia will

continue to face the problem of an enormous

population growth aside from the problem of

its uneven distribution between the regions. In

the introduction of this book it is stated that

the attitude to be adopted especially by the

decision makers in Indonesia in facing the

population problem, is to admit that the popu-

lation issue will basically remain a problem and

will never be totally eradicated. According to

the writers of this book each era in Indonesia

will have its own population problem, and it is,

therefore the task of each generation in In-

donesia to adjust themselves to the change and

to surmount the population problem they face.

For experts and those interested in demo-

graphy or social scientists in general, this book

simultaneously proves that the discipline of

demography should have to signify as some-

thing which should not merely be associated

with the technique of statistics. Without a com-

prehensive understanding concerning various

social changes as its context, any social

analysis, however sophisticated the technique

of statistics may be, will be insignificant and

may even be misleading.
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